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Of course! Many companies have been doing it 
for years, using The Traveletter® System. Shock- 
ing, isn’t it? Crazy idea! Maybe, so — to old- 
fashioned management — but modern manage- 


ment has found out differently. 


The Traveletter System is an established system 
that has provided sound control of travel ex- 
penses for 62 years for many of America’s 
largest companies . . . who recognize the ad- 


vantages of The Traveletter System over ordinary 


“Traveletter”’ Reg. U.S. Pat. Off. 


WHAT!... 


\, fet a salesman write 


ye his own expense checks? 
te v 


Pd rs. ee 
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home office methods of handling travel expenses. 


Besides controlling expenses here’s what The 

Traveletter System does: 

1. Materially reduces the cost of reimbursement 
procedure. 

2. Eliminates cash advances. 

3. Simplifies banking procedures. 


4. Aids Sales Department in processing expense 
reports. 


5. Assists traveler in authenticating expenses as re- 
quired by the I.R.S. tax ruling. 


Traveletter 


The Modern System for handling 
Sales Expenses Since 1894 


Descriptive brochure on request 


TRAVELETTER CORPORATION 


GREENWICH 2, CONNECTICUT 
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HOW IAS TRAINING MEETS INGIVIBUAL 








Each IAS training program is “tailored to fit” 
the needs of the individual. This is accomplished through the IAS 
elective plan embracing 240 comprehensive study assignments, 
covering a wide range of accounting and management subjects. 


The IAS electives currently available (with 
the number of comprehensive study assign- 


ments indicated) are: 


Basic Auditing (10) 

Public Auditing (20) 
Internal Auditing (20) 

Basic Cost Accounting (10) 
Advanced Cost Accounting (20) 
Corporation Accounting (10) 
Corporation Finance (10) 
Business Statistics (10) 
Management Control (20) 
Economics (10) 

Office Management (20) 
Accounting Law (10) 
Federal Income Tax (10) 
CPA Coaching (20) 








e After general accounting principles have been mastered, 
each IAS Diploma Course student selects from 14 electives 


those leading to his specific training objective. 


e With this broad curriculum at his command, each 
TAS student can study first those subjects needed im- 
mediately and can then broaden his knowledge . of 
accounting and management through study of additional 


electives. 






The school’s 24-page Catalogue A 
is available free upon request. 
Address your card or letter to the 


Secretary, IAS... 


INTERNATIONAL ACCOUNTANTS 


SOCIETY, INCORPORATED 
A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD ° CHICAGO 6, ILLINOIS 


IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 










3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 











4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 






5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 









6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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cut fr eight payment costs ... in the New York area 


talk to the people at Chase Manhattan 


Chase Manhattan’s Freight Payment Plan operates on 
a clearing house principle ... settles the payment of 
freight bills between shippers, receivers and carriers. 


Chase Manhattan’s Freight Payment Plan 
Pays Off Three Ways! 


¢ Simplifies record keeping 


e Assures payment of freight bills within 
prescribed time. 


¢ Eliminates check writing and signing 


Find out how Chase Manhattan’s Freight Payment 
Plan can benefit you. Just mail the coupon. 


' 18 Pine Street, New York 15, New York 


THE 


CHASE 


MANHATTAN 
BANK 


Chartered 1799 
NEW YORK, N. Y. 
Member Federal Deposit Insurance Corporation 


The Chase Manhattan Bank 
Freight Payment Division, Dept. MM 


() Please mail me further infor- [|] Please call me to arrange an 
mation about Chase Manhat- appointment to discuss the 
tan's Freight Payment Plan plan. 

Check One) 
Cb EEE Pe ner or re fe eee Phone 
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CAPITAL INVESTED IN FIXED ASSETS 


Editors, THE CONTROLLER: 


Enclosed please receive a paper on 
Capital Invested in Fixed Assets for your 
consideration. It is a new approach to an 
old problem and I think it should be 
brought to the attention of the readers of 
your periodical. In case you have to sug- 
gest some improvements of the text, 
please let me know.* 


Dr. GUENTER ZIMMERMANN 
Frankfurt/Main 

Max Regerstr. 3 

Germany 


* We will publish any comments from 
readers on this page—The Editors. 
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For the computation of return on jp. 
vestment, three different basic values are 
suggested as capital invested in fixed as. 
sets: Cost, Replacement Value, and Net 
Value (cost less provision for deprecia. 
tion). 

Cost cannot be an appropriate basis, 
Only at the beginning of the useful life 
of an asset item does cost equal the capital 
invested. Every month and every year, the 
invested capital is decreasing according to 
depreciation. The = of depreciation 
is to accumulate funds until the amount 
originally spent is reached. At the end of 
the useful life of the item, the invested 
capital equals the amount of the scrap 
value. 





TABLE | 





At Beginning 
of the Year 


1,000.00 
800.00 
600.00 
400.00 
200.00 











CHICAGO : 








00 


Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


Ford, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
LOS ANGELES 








Net Values 

In the Middle At the End 
of the Year of the Year 

_ 1,000.00 

900.00 800.00 

700.00 600.00 

500.00 400.00 

300.00 200.00 

100.00 = 





In the opinion of the author, the re- 
placement value should not be used, since 
the capital invested is an historical figure 
which has nothing to do with the present 
or future price of the same or a similar 
asset item. Furthermore, replacement values 
change very often and for that reason are 
not an appropriate basis. 

In the case of straight-line depreciation, 
the net values represent the invested cap- 
ital. However, the net values are decreas- 
ing permanently. That would mean a 
higher return on investment each year and 
each month, provided that all other fac- 
tors remain unchanged. This would be an 
unsatisfactory result on which decisions 
by management cannot be based. 

The problem is to find a net value which 
will remain the same during the entire 
useful life of the item. How this can be 
done will be described hereafter. 

The net values of a machine with a 
useful life of five years and $1,000.00 
cost are shown in Table I. The net values 
computed for the middle of the year rep- 
resent the capital invested in the average 
of the year. These average net values are 
discounted to the beginning of the period 
of useful life and added to one sum. This 
sum is the present value of all yearly 
average net values during the entire use- 
ful life of the asset item. The present 
value is then entirely transformed into an 
annuity that becomes due in the middle 

(Continued on page 354) 
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Poe eerecseeseeseses 


What’s new 


eevee 


Punch-Card Attachment 


3 new developments in Phillipsburg Inserters! 





Bell & Howell Phillipsburg Company, pioneer and world-leader in mechanized 
mail processing equipment, is busy designing and engineering new machines for 
every mailer, large and small. Here are only three exciting new developments in 
Phillipsburg Inserters— more are on the way! 


1. NEW Universal Size Phillipsburg — Now, one machine can handle all insert sizes from 5%” x 
3%” up to 11%” x 8%"! Provides accurate, fast vacuum feed, adjustable speed motors, full double- 
insert detection at every station. Ideal for publishers, department stores, brokerage firms, other mailers! 


2. NEW Open-Feed Station Attachment — Allows fast hand feeding of loose inserts or bulky 
enclosures, such as punch cards, sales slips, capsules, celluloid credit cards, many types of samples... 
with all other advantages of a stuffing machine! 


3. NEW Punch-Card Attachment —Now, punch cards are stuffed by the Knife Edge principle, 
the system used on all punch-card machines for accuracy, regardless of hole positions in card! 


Do you have an inserting problem? 
Ask us to help you solve it. Send Cou pon... Bell & Howell Phillipsburg Co., Phillipsburg, N. J. 


Send more information on 





FINER PRODUCTS THROUGH IMAGINATION 


Bell & Howell 
Phillipsburg 


(mailing problem) 
Universal Size Phillipsburg __.Open-Feed Attach- 
ment Punch-Card Attachment 











Name. a 
PHILLIPSBURG, NEW JERSEY 
Successor to Inserting and Mailing Machine Company Firm 

Street 

City. Zone. State 


















Years 


V2 
1% 
22 
3% 
42 
5% 
6% 
7\2 
82 
9 

10% 
11% 
12% 
13% 
14% 
15% 
162 
172 
18% 
19% 


Useful Life 
Years 


2 
3 
5 
10 
20 
30 





$100.00 
Discounted 





97.133 
91.635 
86.448 
81.555 
76.939 
72.584 
68.475 
64.599 
60.943 
57.493 
54.239 
51.169 
48.273 
45.540 
42.962 
40.530 
38.236 
36.072 
34.030 
32.104 


Total Discounted Value 


Of 2 Annuities of $100.00 Each 
3 do. 
5 do. 


10 do. 
20 do. 
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Present Value of the 


TABLE Il 


Total of Yearly Average 


Net Values 


TABLE Ill 


95.76 
141.17 
226.94 
415.13 
702.33 
905.04 


Average Net Values in 
the Middle of the Year 


2 3 5 
75 83.33 90 
25 50.00 70 
16.67 50 

30 

10 


188.868 
275.216 
433.710 


757.804 
1,180.959 


10 
95 
85 
75 
65 
55 
45 
35 
25 
15 

5 


Years of Useful Life 


20 
97.5 
92.5 
87.5 
82.5 
77.5 
72.5 
67.5 
62.5 
57.5 
52:5 
47.5 
42.5 
37.5 
32.5 
27.5 
22.5 
17.5 
12.5 

y 

2.5 


TABLE IV 
— +% () _ 
2 

re 

2 


C = cost 
n = years of useful life 


q=1+ 


1 


= interest rate 
I = invested capital 


100 


Invested Capital 


Annuity = 





50.73 
51.29 
52.33 
54.78 
59.47 
63.86 


COMPUTATION OF INVESTED CAPITAL (underlined figures) at an interest rate of 6% 





Average Net Values in the Middle 


of the Year Discounted 


Years of Useful Life 








2 3 5 10 20 
72.85 80.94 87.42 92.28 94.70 
22.91 45.82 64.14 77.89 84.76 
14.41 43.22 6484 75.64 

24.47 53.01 67.28 

769 42.32 57,63 

32.66 52.62 

23.97 46.22 

16.15 40.37 

9.14 35.04 

287 30.18 

25.76 

21.74 

18.10 

14.80 

11.81 

9:12 

6.69 

4.51 

2.55 

80 

95.76 141.17 226.94 415.13 702.33 


Divided by Total Discounted Value 
of Annuities 


50.73 
51.29 


52.33 


54.78 


The number of terms to be added above and below the line equals the number of n. 
The letters have the following meaning: 


59.47 
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of each year until the end of the usefy! 
life. The amount of the annuity is the 
invested capital. The interest to be applied 
should be the rate of long-term loans, 

Table II shows present values and an. 
nuities for different periods of useful life 
computed at 6% interest rate. (The com. 
putation is shown in Table III.) The 
amount of the annuity is the capital in- 
vested for an item that has cost $100.00, 
The invested capital will be constant dur. 
ing the entire useful life of the asset item, 
For the computation of the annuity, the 
equation shown in Table IV can be used. 

From the equation can be seen that the 
invested capital is 50% of cost in case 
n equals 1. In case n becomes infinite, the 
invested capital equals cost. This is a 
reasonable result. For instance, the capital 
invested in a tool that has a useful life of 
one year is 50% of cost in the average of 
the year and the capital invested in land, 
which for practical purposes has an eter- 
nal useful life, is 100% of cost. If i be- 
comes zero, I is 50% of cost which is a 
reasonable result again. For, if interest is 
neglected, there would be 50% of cost 
invested in the item in the average of all 
years of useful life, provided that the 
scrap value is neglected, which is assumed 
here. A higher interest rate will result in 
higher amounts of invested capital. Should 
i become very high, the invested capital 
will always be less than 100% of cost, 
whatever the period of useful life may be 
(except n becomes infinite). 

In order to apply the above described 
method, it is necessary to decide first upon 
the interest rate to be used. The next step 
will be to establish a table of the amounts 
of invested capital for items of $100.00 
cost for all possible periods of useful life 
—as shown in Table III. The cost of all 
asset items that have the same useful life 
will then be added and the total will be 
multiplied by the percentage rate of in- 
vested capital computed in the table. 


* * Bo 


Dr. Guenter Zimmermann, wirtschaftspruefer, 
was a public accountant in Germany for 11 
years. He visited the United States in 1955 to 
study American accounting methods and tre- 
turned in 1956 to spend over a year, during 
which he was employed by the American sub- 
sidiary of a German corporation and by Has- 
kins & Sells. He is the author of an article on 
“Short-term Forecasts in Industrial Companies’ 
published in the May 1958 issue of the 
Journal of Accountancy. He is now working in 
Germany in the field of management consult- 
ing and accounting. 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 
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Space Accounting 


The following guest editorial is from the pen of Edward J. 
Gesick, vice president-secretary, Southwest Research Institute, 
San Antonio, Texas, whose by-line has appeared in our pages 
over the years, most recently in the April 1956 issue of THE 
CONTROLLER in which his article entitled ““Cost Control for Re- 
search” was published. 


Nothing in business literature indicates that any vice president 
in charge of Forward Planning has expressed his views on doing 
business on new planets or satellites. There is a question as to 
whether the recession has caused attrition in the ranks of vice 
presidents for Forward Planning, who now probably spend all 
their time trying to explain what happened in the recent past, 
or perhaps weren't given any time to do any explaining except to 
the State Unemployment Commission. Nevertheless, chief execu- 
tives of corporations are cautioned that hasty action in terminat- 
ing vice presidents for Forward Planning might be detrimental 
and competitors might get a big jump in planning for the busi- 
ness of tomorrow. 

It is difficult to visualize which business man will visit the 
outer space planet first. It could be an oil man offering a 50-50 
net profit split for drilling rights on all land and off-shore rights 
surrounding any continent on the planet, or it could be a road 
equipment salesman of the Alexander Botts type trying to get 
in first with his equipment. A third alternative would be a farmer 
seeking a new homestead, but, in any event, we do know that 
among the first arrivals on any new planet will be a salesman, 
and chances are he will probably be preceded by a representative 
of the Point Four Program of the Government seeking to assist 
in the development of underdeveloped areas. 

Now here is where the vice president for Forward Planning 
comes in, and he must work very closely with the controller of 
his corporation and make plans for the paperwork that must ac- 
company any business to be done with the planet.* The number 
one problem will be, of course, the re-entry problem since it is 
presumed that equipment and personnel will be delivered to the 
planet in the future in routine fashion but, as we know, business 
cannot exist without paperwork and, of course, the first prob- 
lem that arises is what is going to be used for money. If it is 
paper money, how will such paper money withstand the re-entry 
problem since all the research going on has to do with metals 
and human beings being launched into space ? Planets also may 
have a currency new and strange to us and perhaps this problem 
can be solved through the use of counterpart funds or arrange- 
ments can be made with an Intraworld Export and Import Bank, 
which undoubtedly will have to come into being. 





* Unlike some of your other articles, I am unable to furnish forms and 
schedules to accompany this article —THE AUTHOR 








If we presume the money problem can be handled, then the 
question will arise as to invoicing and service records. This can- 
not, due to our free enterprise type of system, be handled 
through an Intraworld agency and this is a problem which must be 
attacked in full force. Controllers, therefore, must start reading 
scientific literature on material which will withstand the climate 
and possibly have to replace paper with cloth or wood, metal, or 
plastic. This, of course, will create an interesting problem in 
punched card accounting, but we can assume that IBM will 
create a new electronic monster to handle this. Magnetic tape is 
ruled out due to the difficulties that undoubtedly will be en- 
countered in being so far from the magnetic poles and atmos- 
pheres. 

The above are some of the most obvious ideas of paperwork 
problems which must be planned for and solved, but a million 
other accounting and controller problems will arise. Some of 
these are listed below: 

1. How is it going to be possible to check a salesman’s enter- 
tainment expenses? 

One way of doing this, of course, would be to get the Diners’ 
Club into the act and put everything on a charge basis giving 
them the responsibility for doing this accounting, but we don’t 
know whether the Diners’ Club has a vice president in charge of 
Forward Planning and is ready to handle this problem. In any 
event, this would be a good spot for an enterprising individual 
to look into. Some expense accounts should be extremely inter- 
esting. 

2. How is an auditor going to take an inventory and conduct 
his audit on a new planet and what auditing firm is agreeable to 
sending its man up? 

Auditing firms are known to be very conservative and render 
an outstanding service to investors in American industry, but 
certainly the public cannot tolerate qualified inventory statements 
from outer space, signed by individuals unknown to company 
representatives. 

3. What insurance company is going to issue travel insurance 
for trips to outer space and will their policies permit you to de- 
viate from the course? 

At this point, it appears that the cost of doing business with 
outer space might become very expensive but free enterprise 
conquered the Indian and developed this country so it is pre- 
sumed that some solution to this problem will be found. 

4. How will tax bills from the local assessor on the outer 
space planets be checked and how will valuations be determined ? 

It is entirely possible that the planet might have a taxing sys- 
tem that, indeed, is out of this world, but, on the other hand, it 
may be a very simple structure which would be no problem at all. 
A real problem could arise, if there are many countries on a 
planet, each with its own taxing system. Let us hope they have 
observed our planet's difficulties in this regard .and have a sim- 
plified tax structure, free from withholding taxes, excess profits 
axes, land and personal property taxes, sales taxes, ad valorem, 
Cte; CEE, CTE. 

* 


In conclusion, it now appears to me that possibly the first per- 
son to send up before business in outer space is established is the 
controller of the corporation and, therefore, I urge all alert, ag- 
gressive, young controllers to obtain all the scientific literature on 
space research for bedtime reading. There certainly seems to be 
a future to it! 
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“Know what Mr. Burns said when he saw the 
price tag on BURROUGHS Calculators? 












keyboards, here we come!” 


Burroughs is TM. 


There’s a Burroughs Cal- 
culator—electric- powered 
or hand-operated—just 
right for your high-volume 
figuring. Call our nearest 
branch for a demonstra- 
tion or write Burroughs 
Corporation, Burroughs 
Division, Detroit 32, Mich. 
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Frank Schwab, Jr. 


HE MAIN PURPOSE of this article* is to advance certain basic 
iiaigtes regarding the evaluation of capital expenditures. As 
a necessary concomitant the author proposes to show, through 
quantitative examples, how these principles can be applied to al- 
ternative investment problems. 


| SURVEY 

The writer has recently conducted a survey of the capital ex- 
penditure practices of 75 of the 500 largest corporations in the 
United States. The firms polled were drawn from five industries: 
automobile, oil, steel, paper and textile. The most significant 
question, within this article’s scope, dealt with the actual method 
employed by each individual firm in evaluating new capital ex- 
penditures. The answers to this question are as follows: 





Method Number % to Total 
A. Payout 7 24% 
B. Rate of return (unadjusted ) 6 20% 
C. Rate of return (time adjusted ) 4 13% 
D. Combination of all three 13 43% 
Total 30** 100% 


This brief tabulation indicates that the most common method 
employed was a combination of payout, unadjusted and time ad- 
justed rates of return. Most of the companies reporting grouped 
their capital expenditures into certain categories and then em- 
ployed the method they thought most suitable. Since only 13% 
of the reporting companies used time adjusted rate of return as 
the chief yardstick it appears that this method has not gained 
the complete confidence of top management. It is my intention 
to demonstrate that a workable time adjusted rate of return 
method can be developed and implemented and that its success- 
ful application will guarantee optimum utilization of capital re- 
sources. 


ll GENERAL INVESTMENT CONSIDERATIONS 

Before discussing the disadvantages inherent in many current 
practices and the advantages to be gained from adopting a time 
adjusted rate of return method, it might prove advisable to set 
forth the criteria which are inherent in good capital expenditure 
Management. 


Ai A provision for realistic comparisons of one or more al- 
ternative investment choices. 





* The author is grateful for the assistance rendered by Jesse Rogers, 
The Champion Paper and Fibre Company; Jack Williams and Dave 
Pickhardt, Continental Oil Company; Jim Beck, Humble Oil and 
Refining Company; the Houston Chapter, Systems and Procedures Asso- 
ciation; and the Control Staff of the Harvard Business School. 
hs This figure reflects the number of answers received as of May 26, 


Capital Expenditure Evaluation 





An analysis of pros and cons 
of various methods for making 
capital expenditure decisions 


B. An estimate of the economic life of the investment so that 
earnings may be measured over the investment’s entire antici- 
pated earning life. 

C. The existence of a cost of capital figure representing the 
three components of a company’s total invested capital—long- 
term debt, equity stock and retained earnings. 

D. A carefully considered range of earnings set forth on an 
annual basis for each proposed investment. 

E. A listing of the amount and timing of the cash outlays 
needed for the investment. 

F. A use of mathematical formulae (Tables A and B) to 
evaluate the effect of the timing of the cash inflow and outlay so 
that near year earnings will be weighted more heavily than 
money received further in the future. 

G. A program for comparing the actual savings and invest- 
ment figures with the original estimates. 

H. The use of simple and accurate forms and procedures so 
that the essential information can be relayed in a concise format 
to the executive or executives making the decisions. 

I. A thorough indoctrination of all levels of management that 
will be required to initiate, analyze and interpret the results of 
the capital expenditure program. 


It is readily apparent that no article can hope to cover each of 
the above areas in detail; therefore, the main analytical effort of 
this paper will be aimed at (a) discussing the most used quanti- 
tative tool—payout, (b) showing the advantages to be derived 
from using a rate of return instead of payout, and (c) illustrat- 
ing how the method can be applied to actual alternative invest- 
ment problems. 


lil] PRESENT METHODS 

The most common capital evaluation tool in current use is the 
payback or payout method. However, it should be noted that 
some firms do not use any quantitative measurements, but rather 





FRANK SCHWAB, JR., management 
engineer with the Champion Paper and 
Fibre Company, Pasadena, Texas, re- 
ceived his A.B. from Rutgers University 
and his M.B.A. from Harvard Business 
School. From 1952-54 he served in the 
U.S. Army. This paper was presented 
before the Houston Chapter of the Sys- 
tems and Procedures Association of 
which Mr. Schwab is research director. 








THE CONTROLLER. ..........:.-4. AUGUST 1958 





359 














ebe 1% 2% 4% 6% &% 10% 12% 14% 15% 16% 
ence 
1 990 980 962 943 926 909 893 877 870 862 
2 980 961 925 890 857 826 797 769 756 743 
3 971 942 889 840 794 751 712 675 658 641 
4 961 924 855 792 735 683 636 $92 572 552 
5 951 906 822 747 681 621 567 $19 497 476 
6 942 888 790 705 630 564 507 456 432 410 
933 871 760 665 $83 $13 482 400 376 354 
§ 92 853 731 627 $40 407 404 351 327 305 
914 837 703 592 $00 424 364 308 284 263 
10 905 820 676 $58 463 586 322 270 247 227 
1 896 804 650 $27 429 350 287 237 218 195 
12 887 788 625 497 397 319 257 208 187 168 
1 879 773 601 409 368 290 229 182 163 145 
14 870 758 577 442 340 263 205 . 160 141 125 
15 861 743 $55 417 31S 239 183 140 123 108 
16 853 728 534 394 292 218 163 123 107 093 
17 844 714 $13 371 270 198 146 108 093 080 
18 836 700 494 350 250 180 130 095 081 069 
19 828 686 475 331 232 164 116 083 070 060 
20 820 673 456 312 215 149 104 073 061 051 
21 811 660 439 294 199 135 093 064 053 044 
22 803 647 422 278 184 123 083 056 046 038 
23 795 634 406 262 170 112 074 049 040 033 
24 788 622 390 247 158 102 066 043 035 028 
25 780 610 375 233 146 092 059 038 030 024 
26 772 $98 361 220 135 O84 053 033 026 021 
27 764 $86 347 207 125 076 047 029 023 018 
28 757 574 333 196 116 069 042 026 020 016 
29 749 $63 321 185 107 063 037 022 017 014 
30.742 $52 308 174 099 057 .033 020 ~=—.015 012 
40 672 453 208 097 046 022 O11 005 004 003 
50 608 372 141 054 021 009 .003 001 001 001 


Copyright 1955 by the President and Fellows of Harvard College. 


TABLE A 
Present Value of $1.00 





20% 22% 24% 23% 26% 28% 30% 35% 10% 45% . 50% 
833.820 .806 .800 .794 .781 .769 ..741 .714 .690 667 
694 1672 .650 .640 (630 .610 .592 .549 .$10 1476 444 
‘579 S51 .$24 $12,500. . 477, 6485-406 «= 364328). 296 
482.451 423 1410. «397. «373.350 302 5260 «226.198 
402 370 S38l S28 SES 291 200 2S IB AD 
335 303.278). 262° 280: 5227 [207 5.468 483 1c 
279 1249 «222, «1210s 1198)= 178-159-122 095) 074 =—_.059 
233 1204 «4.179 «168 «157,139 «1123-1091 068 = .0S1 = 039 
194 1167 1144 1341125) .108)S 094 067/048 )=— 035 026 
162 1137 116/107, 1099-085) .073' «050.035 024 = .017 
138.112.094.086 .079 066. S056. = .037' 025 «.017.—s=—« 012 
112.092 076 069 .062 1052 .043 027 .018 012 .008 
093.075 .061 ««.055. «0530S 040 S033. 020-013 008-~—. 005 
078 .062 1049 1044 039 032 .025 015 .009 006 093 
065 .051 .040 .035 .031 .025 .020 011 .006 .00% .002 
054 «042, 032,s«.028-=— 025.019 «015 .008»=— 00S «6003S. 002 
045 034 .026 023 .020 015 012 .006 .003 002 001 
038 .028 (021 .018 016 .012 .009 005 (002 001 .001 
031.023 .017. 014 .012 .009 007 .003 .002 001 

026 «019 «014. «012, «010 .007_-—«S 00S 002 001.001 

022 .015 011 .009 .008 .006 004 .002 .001 

018 .013 009 .007 .006 003 03 001 001 

015, .010 .007 .006 .005 .003 .002 .001 

013 .008 .006 .005 00% .003 .002 .001 

010 .007 005 .00$ .003 .002 .001 .001 

009 «©.006 «004. «.003'-S «002s «002s 01 

007.005 =-.003 «002,-—s«.002-—s«.001-— 001 

006 008 002 .002 002 .001 001 

005 .003 .002 002 .001 .001 001 

004 003 .002 .001 001 .001 

001 





judge each proposed investment on a variety of qualitative con- 
siderations. Since judgment of this type is less effective than pay- 
out, I shall not attempt to evaluate its advantages and disadvan- 
tages, but rather shall focus the discussion on payout. 

Before discussing the advantages and disadvantages of payout 
as an aid to capital expenditure evaluation it is important to note 
that reasons other than immediate cash flow sometimes prove to 
be the overriding considerations in capital expenditure decisions. 
Examples of this type consideration include maintenance of the 
company’s share of the market, achievement of sales growth, the 
gain of reputation and status, intangible organization benefits, 
etc. The drawbacks inherent in the use of the present payback 
method include: 


A. Failure to consider the earnings of a project after the ini- 
tial outlay has been paid back. The amount of time the earnings 
will last after the company has recovered its bait is what really 
determines the profitability of the investment. Thus, a three-year 
payback project might yield a 35% return on average investment 
if it has a long life, but only 13% in four years and nothing in 
three years. 

B. Capital wastage or obsolescence, which is the gradual loss 
of the economic value of the equipment over a period of time, 
is not considered. Thus, the economic life of the project is not 
quantitatively included in the computation. 

C. Too much emphasis is put on liquidity as a goal of the 
capital expenditure program. Certainly in an era of a tight money 
market this is an important consideration; however, not to the 
extent where future profits may be jeopardized. 

Since the heart of good capital expenditure management is a 
quantitative yardstick which will allow management to realisti- 
cally measure the investment worth and net earnings of each 
individual or group of proposals, the use of payout would be 
appropriate in certain situations, as follows: 

A. Payback can serve as a blunt instrument to select extremely 
desirable high-profit projects and reject those proposals which 
are obviously unprofitable. 

B. It can be a good measuring device if a company finds it 
extremely difficult to generate cash either internally or externally 
and is forced to accept only proposals which promise a payback 
period of two years or less. 
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C. Payout can be useful in appraising risky investments where 
the rate of capital wastage is hard to predict. In addition, the 
company is protecting itself against a short economic life because 
the payback method weights near year earnings heavily while 
distant earnings are ignored. 


From the previous analysis it may be assumed that payback 
does not measure or reflect all the facets of profitability pertinent 
to capital expenditure decisions; therefore, since it does not ap- 
pear to measure or take into account certain vital areas it should 
not be used (except in the situations described in IIIA-C) as a 
company’s over-all measure of investment worth. 


IV RATES OF RETURN 

In general, there are two major kinds of measurement devices 
which result in an answer showing a percentage return—the un- 
adjusted and time adjusted rates of return. Adoption of the for- 
mer poses certain real drawbacks which will be pointed out 
later in the discussion. Therefore, the advantages of employing 
the rate of return method, which are listed below, refer mainly 
to the time adjusted or discounted rate of return: 


A. The time adjusted rate of return relates the project's an- 
ticipated earnings to the amount of funds which will be tied up 
during the investment life of the equipment. The use of payout 
can sometimes lead to erroneous conclusions; the best example 
of this being the following experience by an oil company: 

“Certain refinery equipment that showed a three-year payback 
actually became obsolete and was replaced in three years. The 
project’s rate of return, therefore, was zero despite what ap- 
peared to be a very satisfactory payback. In contrast, a pipeline 
that had the same three-year payback kept on earning (and 
promises to continue for 20 years more). Clearly the rate of re- 
turn was much higher.” 

B. Since rate of return measures the full life of the invest- 
ment proposal, realistic comparisons can be made between the 
present set-up and the proposed investment or investments. Even 
though the projects under consideration may differ widely in 
original cost, method of financing, economic life, output, main- 
tenance, etc., comparison is still possible as the end-result of a 
rate of return computation is always a per cent. Furthermore, the 
rate of return for each individual project can be compared with 
the amount that the firm earns on its total invested capital. Thus 
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TABLE B 


Present value of $1.00 received annually for 


years » 

Ny 1% «2 % 6% 8% 10% 12% UG 18% 16% 18% 
1 990 - 989 - 962 943 926 909 833 ~&77 876 « 862 847 
2 1.970 1,942 1,886 1.833 1.783 1.736 1,699 1,647 1,626 1,605 1,566 
2 2. 942 2.884 2.775 2.673 2.577 2.487 2,422 2.322 2,283 2.246 2,174 
4 3.902 3.808 3.630 3.465° 3.312 3.176 3,037 2.914 2,855 2.798 2.699 
5 4.853 4,713 4.452 4,212 3.993 3.791 3.605 3.433 3.3552 3,274 3.127 
6 5.795 5.601 5.242 4,917 4.623 4,355 4.111 3.889 3.784 3.685 3.498 
7 6.728 6.472 6.002 5.582 5. 206 4,868 4.564 4.288 4.160 4,039 3.812 
3 7,652 7.325 6.733 6.210 5.747 5.335 4.968 4,639 4.487 4.344 4.078 
g 8,566 §.162 7.435 6.802 6.247 5.759 5.328 4.946 4.472 4.607 4.303 
ie 9,471 8,983 8.111 7.360 6.710 6.145 5.650 5.216 5.019 4.833 4.494 
u 0. 8.760 7.887 7,139 6.495 5.978 5.453 5.234 5.029 4.656 
12 i 9.385 8.384 7.536 6,814 6.194 5.660 5.421 5.197 4.793 
12 12 9, 986 8.853 7.904 7.103 6.424 5.642 5,583 5.342 4.910 

10.563 9.295 8.244 7. 367 6.628 6.002 5.724 5.468 5.008 
11,118 9.712 8,559 7.606 6,811 6,142 5,847 5.575 5.092 

16 11.652 10.106 8.851 7,824 6.974 6,265 5.954 5.669 5.162 

17 12,166 10.477 9.122 8.022 7.120 6,37. 6,047 5.749 5.222 

18 12.659 10,828 9.372 8,201 7.250 6.467 6.128 5.818 5.273 
19 13,134 11.158 9.604 8,365 7.366 6.550 6.198 5.877 5.316 

20 13.590 11.470 9,818 6.514 7.469 6.623 6.259 5,929 5,353 

2: 14,029 11.764 10.017 8.649 7.562 6,687 6.312 5.973 5.384 

22 14,451 12.042 10.201 8.772 7.645 6.743 6.359 6.011 5.410 

y= 14,857 12.303 10,371 8,883 7.718 6.792 6,399 6.044 5.432 

24 15.247 12.550 10.529 8.985 7. 784 6.835 6.434 6,073 5.451 

25 15.622 12.783 10.675 9,077 7.843 6.873 6.464 6.097 5.467 

26 15.983 13,003 10.810 9,161 7.896 6.906 6.491 6.118 5.480 

2 16.330 13.211 10.935 9,237 7.943 6.935 6.514 6.136 5.492 

28 16.663 13.406 11,051 9.307 7.984 6.961 6.534 6,152 5.502 

29 16,984 13,591 11.158 9.370 8.022 6.983 6,551 6.166 5.510 

30 17.292 13.765 11.258 9,427 8,055 7.003 6,566 6.177 5,517 

40 32.835 27.355 19.793 15.046 11,$25 9,779 8, 244 7.105 6.642 6.234 5.548 

50 39,196 31.424 21.482 15.762 12.234 9.915 8,304 7.133 6,661 6,246 5.554 


by the President and Fellows of Harvard College. 


Copyright 1956 


a priority ladder can be set up, giving executives an idea of 
which proposal should be initiated first. If this quantitative 
thinking permeates to middle-management level it might have 
the effect of killing off many proposals which would show a low 
rate of return. 

C. The rate of return method should also produce more earn- 
ings for the stockholders because it directs the flow of funds to 
their most profitable use. 

D. Other Advantages—Selection of this method should im- 
prove investment decisions and permit more realistic administra- 
tion of the capital program. 


1. No Alternatives—In many companies capital appropriation 
requests do not list any alternatives. Instead, the project is set 
out by itself and is not compared either with (a) the present 
method or (b) other proposals which would accomplish the 
same end such as improving the present method or eliminating 
the operation altogether and buying the goods or services out- 
side. 

For some investments, of course, such as installing an air-con- 
ditioning unit, the listing of alternatives, the savings resulting 
from each one, and their respective rates of return might be ludi- 
cous. But, the alternative of large fans can also be listed. Thus 
one way of building up earnings or savings in a project which 
would lend itself to this type analysis would be to consider what 
would happen if the investment were not made; the resulting 
loss would be the savings for the project. 

2. Must Investment—According to the survey depicted in 
Section I many corporate investment proposals are supported by 
the statement or thought that certain equipment replacements are 
indispensable for continuing operations. However, it is my opin- 
ion that high-profit or indispensable investments are rarer than 
tealized. Therefore, it appears wise to survey all investment pro- 
posals with an extremely critical eye. 


Having discussed the advantages inherent in the use of rate 
of return over payout it should prove useful to briefly survey the 
ultimate criterion with which all investments are compared—the 
company’s cost of capital. The company’s average long-run cost 
of capital is expressed as a per cent and may therefore be re- 
garded as the break-even point for new capital investments. Proj- 
€cts earning a lower rate of return than the cost of capital bench 
mark will usually have the effect of reducing a company’s earn- 











“inl 
n” years 

20% 22% 24% 25% 26 28% 30% 35% 40% 45% 50% 

833 620 - 769 741 714 -690 667 
1.528 1,492 1.361 1,289 1.224 1.165 1.111 
2.106 2,042 1.816 1,696 1.589 1.493 1.407 
2.589 2,494 2.166 1.997 1.849 1.720 1.605 
2.991 2,864 2.436 2.220 2,035 1.876 1.737 
3.326 3,167 2.643 2.385 2.168 1.983 1.824 
3.605 3.416 2.802 2,508 2.263 2.057 1,883 
3.837 3,619 2.925 2.5968 2.331 2.108 1,922 
4.031 3, 786 3.019 2.665 2.379 2,144 1,948 
4.192 3,923 3.092 2.715 2,414 2.168 1,965 
4.327 4.035 3.147 2.438 2,185 1,977 
4.439 4,127 3.190 2.456 2,196 1.985 
4.533 4,203 3.223 2.468 2,204 1,990 
4.611 4,265 3.249 2.477 2.210 1,993 
4.675 4.315 3.268 2.484 2,224 1,995 
4.730 4,357 3.283 2.489 2,216 1.997 
4.775 4,391 3.295 2.492 2.218 1.998 
4.812 4,419 3.304 2.494 2,219 1.999 
4.844 4,442 3.311 2.496 2,220 1.999 
4.870 4,460 3.316 2.497 2.221 1,999 
4.891 4.476 3.320 2,852 2.498 2,221 2, 
4.909 4.488 3.323 2,853 2.498 2,222 2, 
4.925 4.499 3.325 2,854 2.499 2,222 2. 
4.937 4,507 3.327 2.855 2.499 2,222 2.0 
4.948 4,514 3.329 2,856 2.499 2,222 2, 
4.956 4.520 4, 3.837 3.566 3.330 2.856 2.500 2,222 2.000 
4.964 4.524 4. 3.839 3.567 3.331 2,856 2,500 2.222 2.000 
4.970 4,528 4, 3.840 3.568 3,331 2.857 2.500 2,222 2,000 
4.975 4,531 4, 3.841 3.569 3.332 2.857 2.500 2,222 2.000 
4.979 4.534 4,3 3.642 3,569 3,332 2.857 2.500 2.222 2.000 
4.997 4.544 4 846 3.571 3.333 2.857 2.500 2.222 2.000 
4.999 4,545 . 4.167 4.00 3.846 3.571 3,333 2.857 2.500 2.222 2.000 





ings per share. Thus any projects of this nature which are ap- 
proved should be undertaken only when there are very strong 
nonfinancial, organizational or operational reasons. In order for 
a company to continue its growth it is mandatory that capital 
funds be diverted to those projects producing a rate of return 
higher than its cost of capital. 

Since the cost of capital bench mark is the ultimate criterion, 
close scrutiny should be accorded to the mechanics involved in 
computation. In general, there are three major methods for com- 
puting a company’s cost of capital or return on investment: 


Net income after taxes Company’s cost of capital 


1, —— = ‘ 

Net worth or return On investment 

a Net income after taxes and before interest _ 

“Net worth + long-term debt (weighted) ~~ 
Company’s cost of capital 
or return on investment 

. Net income after taxes and before interest 


~* Net worth (weighted) ++ long-term debt (weighted) Pir 
Company’s cost of capital 
or return on investment 


The latter method is the best one as it differentiates between 
the cost to the company of raising. funds from (a) retained 
earnings, (b) equity capital obtained from the sale of common 
stock, and (c) long-term debt. Let us see how this is done. 


A. Long-Term Debt—If a company is a large successful one 
it probably possesses a good credit rating and can therefore se- 
cure long-term debt money at an average rate of approximately 
41%. Since interest charges are for tax purposes a deductible 
expense we can consider that investment funds obtained from 
long-term debt will have a real (therefore after-tax) cost of 
about 214%. 

B. Equity Capital—( Obtained from sale of common stock )— 
The cost of equity capital chargeable to new stock financing is 
the rate of return which must be earned on this new money so 
that earnings per share will not be diluted. It should be noted 
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that the computation which attempts to derive the company’s cost 
of equity capital must consider the most recent market prices of 
the stock and the current earnings per share. 


1. Known Factors 


a. Earnings per share prior to new issue ..... $ 2.00 
b. Market price per share prior to new issue .. 20.00 
c. Shares of new stock sold ..... 1,000 shares 

d. Money generated by sale of new stock .... $20,000.00 


2. Computation 
Earnings per share 


— —= 10% Rate of return prior to new issue 
Market value per share P 





As the above calculations indicate, Company X must earn 
$2,000 or 10% return on the new money generated by a stock 
sale in order to avoid dilution of present earnings per share. 

C. Retained Earnings—Earnings of this nature are identical to 
equity stock except that they represent an involuntary investment 
by the stockholders. 

D. Weighted Cost of Capital—Having determined the cost to 
Company X of its individual capital components we are now in 
a position to establish the average cost of capital. Before making 
the final computation we shall have to assume one further fact, 
namely, the amount of money percentagewise that will be gen- 
erated from each of these three sources. If we estimate that 20% 
of our funds will come from long-term debt and 80% from 
equity capital and retained earnings, then the weighted average 
corporate cost of capital will amount to 8.5%.* 


*The figures are computed as follows: 
20% (2.25%) + (80%) (10%) 
100 





— 8.45% 


This 8.5% figure should be used as the quantitative yardstick 
against which all new investments, regardless of the source of 
funds—long-term debt, sale of new stock, retained earnings or a 
mixture of the three—should be measured. The reasoning be- 
hind this use of a uniform cost of capital bench mark is simply 
that all new projects are financed from a common pool of invest- 
ment dollars and that all funds going into this pool have a long- 
range average, after-tax cost of about 8.5%. 


Before discussing the theory inherent in the use of the time 
adjusted rate of return and the mechanics of computation in- 
volved it might prove wise to set forth the chief differences be- 
tween the unadjusted and time adjusted formulae so that the 
disadvantages inherent in the unadjusted method are clearly evi- 
dent. Let us first consider the mechanics of computation and the 
formula involved and then note the two principal disadvantages: 


A. Formula and Computation—The formula used by the un- 
adjusted returns method in arriving at a per cent return for indi- 
vidual investment proposals can be stated as follows: 

NI NI : 
( OSs — — _) + >- = Unadjusted per cent rate of return 


n 


These symbols can be defined as follows: 


OS = Operating savings after taxes and before depreciation 
NI = Net investment 
n = Economic life of the machine 


NI 


=a = Average investment 


In this formula the return is figured as a percentage of the 


, NI 
average investment —-— rather than as a percentage of the total 


investment NI because the amount originally invested is gradu- 
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ally released through operations and over the whole life of th 
asset an average of roughly half the investment is tied up. Hoy. 
ever, the total investment figure can also be used by simply elim. 
inating the denominator 2. 

Using the above-stated formula and assuming that the e, 
nomic life of the machine is estimated to be ten years, the fo,. 
mula works out as: 


1,000 1,000 
(200— : )+ ; = 100 + 500 = 20% 





10 2 


This formula gives a percentage return which means, roughly 
that the alternative is more attractive than other possible uses of 
funds that yield a lower return. 

B. Discounting Future Earnings—This method attempts to 
equate a sum of money laid out today and a stream of savings to 
be realized over a number of years in the future. This is fall. 
cious as the prospect of saving $1,000 in the next year is more 
attractive than the prospect of saving $1,000 two years from 
now, in turn this $1,000 is more attractive than the prospect of 
saving $1,000 three years from now and so on. 

C. Original or Average Investment—The unadjusted method 
bases its per cent return on either the original or average invest. 
ment which means that a company using this formula will receive 
only an approximation of the true rate of return. When the 
original investment is employed the return is usually under. 
stated, while use of the average investment usually results in 
overstating the return. 


Having explored the benefits inherent in the time adjusted 
rate of return as a measurement yardstick let us next investigate 
the basic way of looking at and understanding the method's op- 
eration and applicability. It is vital that every user of this method 
possess insight into the basic philosophy behind the rate of return, 
as it is virtually impossible to achieve optimum utilization with- 
out full understanding of these underlying principles. 

To facilitate understanding of the time adjusted rate of te- 
turn, I propose that we regard the worth of the investment pro- 
posal by the net cash flow brought back to present value which 
the project generates over its entire expected economic life. 
Thus, we can ignore all terms except those which the Govern- 
ment desires be used in the tax computation, such as deprecia- 
tion, and think only in terms of money actually coming in or 
going out of the business. It is this inflow and outflow which 
really determines the worth of the investment proposal. 

Before working out the examples, let us investigate the quan- 
titative tools which assist the analyst in his evaluations (Tables A 
and B). Table A shows the present value of a dollar received at 
different times in the future at various rates of discounts. For 
example, the first figure under the 10% discount column is .909, 
which means that the present value of $1.00 to be received a 
year from now is 90.9¢. Stating it another way, 90.9¢ invested 
at 10% interest today will equal $1.00 at the end of one year 
and 82.6¢ invested at 10% compound interest today will equal 
$1.00 at the end of two years, etc. 

Table B is similar to Table A except that it represents the 
present value of a stream of payments received annually for “n” 
years. In essence the tables are quite similar except that Table B 
measures a cumulative flow of earnings while Table A deals 
with a single payment. If we add up the first five figures in Table 
A under the 4% heading we arrive at a total of 4.453—this is 
almost identical with the number 4.452 shown in Table B at five 
years of life and 4%. The slight difference is due to rounding 
of the factors in addition. The user of Table B must clearly 
comprehend one real drawback in its employment—it can only 
be used when the savings are uniform and all the investment 
funds are committed at the outset of the investment’s life. Any 
alternative investment problem differing from this situation re- 
quires the use of Table A in establishing a per cent rate of return. 

In using Tables A and B the analyst must gather certain 1n- 
formation before a rate of return computation can be effected 


(Continued on page 364) 
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? Automatic tape 
billing department in one desk 


Seloctadate® Automatic 


tape reader-selector-sorter 
Taledato® Automatic tape transmitter-receiver 


Guatowrriter” Automatic 
justifying type-composing machine 


Add-Pumch® Automatic 


code tape adding-listing machine 


Clexowitir® Automatic tape 


writing-accounting machine 


Friden Natural Way Adding Machine 


Friden fully automatic Calculator— 
The Thinking Machine of American Business 





Friden Mailroom Equipment 
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YES, unquestionably. No other office 
development in years affects so many 
offices both large and small, and so many 
types of business. 

While office procedures and functions 
remain much as always, Friden has in- 
troduced a radically new way of carrying 
them out: Everything goes on punched 
paper tape! 

When you see a Friden Tape-Talk unit 
in action...you realize some of the un- 
limited possibilities for applications to 
your office paperwork. 

And you see how Friden automatic 
machines, with their new “common lan- 
guage,” can work and think together for 
swift production at lower costs. 

Friden Tape-Talk machines can auto- 
mate your office in any desired degree... 
(1) eliminate need for manual move- 
ments and operator decisions...(2) in- 
crease work output without increasing 
payroll costs or overtime... (3) end errors 
normally occurring in data recopying. 

Call your nearby Friden Man or write 
Friden, Inc., San Leandro, California... 
sales, instruction, service throughout 
U.S. and the world. 


© Friden, Inc. 








for alternative investment problems; thus he must know the 


following basic facts for each separate alternative: 


A. Amount and timing of investment. 
B. Amount and timing of savings. 
C. Company’s cost of capital or return on investment. 


Let us now observe some actual examples: 


(Even savings and even investment) 
TIME ADJUSTED RATE OF RETURN 


Proposed investment $670 
Economic life* 5 years 
Annual income after tax and 

before depreciation} $200 


1. Using Table A 











Annual Interest Discount Present Value 
Time Period Income Rate Factor of Yearly Income 

Ist year $ 200 15% .870 $174 
2nd year 200 .756 151 
3rd year 200 .658 132 
4th year 200 .572 114 
5th year 200 497 99 

Totals _$1,000 $670 


2. Using Table B 


— (Investment) $670 
ae ee ze 
. “ (Savings) $200 
b. Table B. The factor of 3.352 can be located on the 5-year row of Table 
B under the 15% figure. The rate of return then is approximately 15% 
even. 
* For purposes of all these examples, economic life and book life will 
be the same. In addition, straight-line depreciation will be used. 
+ Note: Depreciation does indirectly influence cash flow by reducing 
the amount of actual tax paid to the Government. This computation is 
shown in Appendix B. (Page 393) 


In this example we discovered that, for situations in which the 
income or savings is uniform over the project’s entire life and 
the investment is committed at the outset, both Tables A and B 
can be used. In situations of this nature, the use of Table B is 
recommended since the cumulative effect of the discount saves 
the analyst computation time. Moreover, determination of the 
discount factor will not be a matter of trial and error as in the 
case of uneven savings, but can be obtained by merely dividing 
the savings into the investment, locating the resulting factor on 
the appropriate year’s column and reading upward to the dis- 
count per cent. 

Let us next consider investments which produce income in 
differing amounts over various time periods. In illustrating the 
vital importance of timing in the generating of cash we shall, in 
the next example, compare two investment alternatives. The de- 
tailed explanation involving the mechanics of computation will 
be listed after the actual examples. 


= 3.350 factor 





Dean, Joel, Capital Budgeting, New York, Columbia University Press, 
1951, 
—Managerial Economics, New York, Prentice-Hall. Inc. 
—‘Measuring the Productivity of Capital,’ Harvard Business 
Review, January-February, 1954. 
Grant, Eugene L., Principles of Engineering Economy, New York 
Ronald Press Company, 1950. 
Terborgh, George, Dynamic Equipment Policy, New York, McGraw- 
Hill Book Company, Inc., 1949. 
MAPI Replacement Manual, Machinery and Allied Products Institute. 
1950. 
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(Uneven savings and even investment) 
DATA COMMON TO BOTH INVESTMENTS A AND B 
































Proposed investment $16,000 

Economic life 5 years 

Total cash generated after tax 

and before depreciation $24,000 
1. Investment A 
Annual Interest Discount Present Value 
Time Period Income Rate* Factor of Yearly Income 
Ist year $ 2,000 16% .862 $ 1,724 
2nd year 8,000 743 5,944 
3rd year 7,000 .641 4,487 
Ath year 6,000 .552 3,312 
5th year 1,000 476 476 
Totals _$24,000_ $15,943 
2. Investment B 
Annual Interest Discount Present Value 
Time Period Income Rate* Factor of Yearly Income 
Ist year $ 6,000 14% 877 $ 5,262 
2nd year 3,000 769 2,307 
3rd year 2,000 .675 1,350 
Ath year 5,000 592 2,960 
5th year 8,000 519 4,152 
Totals $24,000 $16,031 


* From Table A. 


The important thing to be noted here is that the income from 
Investment A produces a 16% time adjusted rate of return, 
while that generated by Investment B only produces a 14% te- 
turn. Thus, even though the total cash income is the same in 
both alternatives, the timing or the cash flow clearly points up, 
from a quantitative viewpoint, Investment A’s attractiveness. 

In terms of the actual mechanics, the analyst using this method 
is advised to take the following steps: 


A. Objective—Realize the objective which, in this particular 
situation, is to bring back to present value the future inflow of 
cash so that it equals the cash outlay or investment. The per cent 
discount factor which will make savings equal investment is the 
rate of return for the project. 

B. Selection—Select a trial interest rate or discount figure 
which in view of the investment’s total profits returned and past 
experience appears reasonable. 

C. Calculation—Discount the yearly income with the factors 
listed under the trial interest rate. 

D. Final Answers—If the total present value of the income is 
about equal (+3%) to the proposed investment, the trial rate 
of return is considered correct. When the total present value of 
the income is lower than the proposed investment, it is necessary 
to select a lower trial rate as the original discount was too high. 
Conversely, if the total present value of the income is higher 
than the proposed investment, a higher trial rate must be se- 
lected as the first discount rate was too low. The trial calculations 
should be continued until the appropriate rate, one which will 
give a present value of income almost equal (3%) to the pro- 
posed investment, is selected. 


The next quantitative example will consider the most difficult 
general type of alternative investment problem—one featuring 
both uneven savings and an investment committed at different 
periods of time. The basic objective of the computation will be 
the same as the preceding one—namely, to equate via cash in- 
flow and outlay an appropriate discount figure. The discount 
rates which equate the savings and investment figures will be the 
rate of return for the project. Unlike the previous examples this 
computation will be broken into two main parts: one which will 
bring back to present value the inflow (savings), while the other 
will bring back to present value the outlay (investment). 
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(Uneven savings and uneven investment) 
SAVINGS AND INVESTMENT DATA 
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Proposed investment $7,100 
Economic life 6 years 
Total cash generated after 
tax and before depreciation $8,700 
1. Savings Computations 
Income Interest Discount Present Value 
Time Period Flow Rate Factor* of Yearly Inflow 
S papear $2,000 12% 893 $1,786 
2nd year 700 797 558 
3rd year 1,000 #2 712 
4th year 500 636 318 
5th year 1,500 .567 851 
6th year 3,000 .507 1,521 
Totals $8,700 $5,746 
2. Investment Computations 
Expenditure Interest Discount Present Value 
Time Period Flow Rate Factor* of Yearly Outflow 
Ist year $3,000 12% 893 $2,679 
2nd year 2,500 797 1,993 
3rd year 1,000 712 712 
4th year 600 -636 381 
Totals $7,100 $5,765 


* From Table A. 


Both inflow and outlay become approximately equal using an 
interest rate or discount factor of 12%; therefore, the time ad- 
justed rate of return for this project is 12%. If this return is 
higher than both the company’s cost of capital and earnings per 
share (Section IV), then this investment 1s, from a quantitative 
viewpoint, an attractive one provided it is relatively free of risk; 
if, on the other hand, the 12% is lower than the corporate rate 
of return, the investment becomes unattractive. The concept of 
risk indicates that a company should demand a rate of return 
commensurate with the project’s risk. Thus, those proposals 
which carry a high degree of risk (exploratory drilling in the oil 
industry) should produce a substantially higher return than a 
proposal which is relatively risk free (acquisition of timberlands 
for an integrated paper company). 

As previously indicated, the tax considerations must be taken 
into account in each alternative investment problem. However, 
the tax computation (Appendix B) should be done separately 
and not directly included in the inflow and outlay calculations. 
Finally, it should be noted that alternative investment problems 
similar to the one above can be handled in one large computa- 
tion; this can be done by netting the investment and savings 
figure against each other with the present value of the net flows 
being zero. 

Before closing this section I would like to focus our attention 
on one particularly significant point: that is, the judgment in- 
volved in making realistic appraisals of the investment’s eco- 
nomic life and operating savings. If a haphazard job is done in 
this area, the rate of return will show substantial variance from 
the reality of the situation. 

The analysis and evaluation of all facets of the marketing, 
manufacturing, labor and capital goods phases of the situation 
must be particularly sound in those industries (a) which have a 
high degree of obsolescence for capital goods, (b) in which la- 
bor savings are extremely difficult to realize and (c) which have 
depreciation as one of the most significant items in cost of sales. 


V DISADVANTAGES OF EMPLOYING THE 
TIME ADJUSTED RATE OF RETURN 


Although the writer firmly believes in the utility of the time 
adjusted rate of return method as the best quantitative yardstick 
for evaluating alternative investment choices, its use possesses 
certain real drawbacks. Let us quickly look at the main disad- 
vantages ; 


A. Complexity—A good rate of return system is considerably 
more complex than almost any type of payout system. However, 
it should be realized that once the system is installed and ac- 
cepted very little effort and cost is needed to keep it going. 

B. Difficulty of achieving earnings, profits or operating sav- 
ings—This same difficulty applies to the present payout system 
and most of its roots lie in (a) labor rapidly becoming a fixed 
cost and (b) the reluctance of some companies to lay people off 
for a temporary period. However, one consideration which might 
tend to obviate this objection would be to allow for a portion of 
labor savings in the project. For example, the firm could stop 
hiring new people and use the personnel displaced by the new 
machine to fill in openings as they occur. 

C. Difficulty of predicting economic life of the investment— 
As we have previously observed, an accurate estimation of eco- 
nomic life is crucial in employing the time adjusted rate of re- 
turn. If we overestimate the economic life we arrive at a too 
favorable percentage return; the reverse holds true for being 
too cautious and underestimating the useful life of the machine. 

As a corollary to predicting economic life of the investment, 
we should also evaluate other difficulties involved in computing 
the investment figure itself. In many cases it is necessary to esti- 
mate the salvage value of the investment to bring back that figure 
to present value and subtract it from the proposed outlay for the 
new investment. Still other investments—notably timberlands— 
should be considered as yielding income in perpetuity. Thus, 
there would be no salvage value as the investment could theoreti- 
cally last forever. Finally, the difficulty in comparing investments 
with uneven lives and the intricacies and judgment involved in 
analyzing buy-or-rent decisions make the analyst's job even more 
difficult. 

D. Inflation—The time adjusted rate of return method pro- 
posed in this article does not take into account the inflationary 
trends which the American economy has experienced since its 
inception. Thus, if ‘". . . the decay rate of the dollar is greater 
than the interest rate that money accumulates with time, there is 
no limit to what we can afford to pay for an article that lasts for- 
ever.”’* Certainly it can be argued that alternative investment 
proposals, particularly those involving differing economic lives, 
should take cognizance of the spectre of inflation. However, the 
difficulty of forecasting realistic inflationary trends, coupled with 
the exigencies of inserting this allowance for inflation in our 
rate of return computation, makes this observer extremely re- 
luctant, at this time, to quantitatively consider the effect of infla- 
tion on all alternative investment proposals. On the other hand, 
if a sound, understandable method to consider inflation were de- 
veloped, which could be inserted with little difficulty into the 
rate of return calculation, it would probably be beneficial to 
adopt it. Moreover, if any allowance was made for inflation, 
it would be one which would affect all the investment proposals 
under consideration with relatively equal weight. Thus, any ad- 
justments made would be uniform in nature and the small mar- 
gin of difference which would result in comparing investments 
with differing economic lives would, when brought back to pres- 
ent value, be relatively insignificant in terms of the total picture. 
Finally, the absence of an inflation adjustment in our computa- 
tions is essentially conservative as it does not swell later years’ 
earnings. 


Vi OTHER CONSIDERATIONS 

As previously indicated (Section II) the main discussion was 
pointed toward an evaluation of quantitative yardsticks. There- 
fore, the writer has ignored completely or only given cursory 
treatment to other important criteria of good capital expendi- 
ture management; some of these are listed below: 


(Continued on page 393) 


* Jelen, F. C., “Watch Your Cost Analysis,’ Chemical Engineering, 
June 1956. 
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Calculate 
This pre-punched plastic tape is the key to the flexible effi- No more 
ciency and simplicity of the new IBM 632. Inserted in back of 
the typewriter, the tape automatically instructs the machine to 0 calcul 
perform the desired operation, reducing clerical error by elim- pf work | 
inating virtually all manual instructions. For a different appli- ing operé 
cation, the tape can be changed in seconds. So simple is the 632 ring nur 
to operate that any typist can learn to use it in a few minutes. 
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Compact and functional in design, the IBM 632 consists of the 
electronic calculating unit, the electric typewriter, and the 
ten-key companion keyboard for insertion of numerical data. 


25 YEARS AGO IBM introduced its first electric typewriter ... this year IBM botinu 
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Here’s the cost-cutting answer to office operations, 
puch as billing, that require both typing and cal- 
bulating—IBM’s new 632 Electronic Typing 
Calculator. 


No more time lost as your typist halts her typing 
0 calculate. No more dollar-wasting duplication 
f work caused by separate typing and calculat- 
ing operations. No more clerical errors in transfer- 
ring numbers from calculator to typewriter. 


Here, in one compact, low-cost unit, IBM brings 
ou an office machine that adds, subtracts, multi- 
lies, carries totals, computes taxes, subtracts dis- 
founts, inserts decimal points, stores information 
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Pontinues its leadership with its one millionth electric typewriter. 
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in its magnetic core “memory,” and types out 
results—all automatically. 

Yet the IBM 632 Electronic Typing Calculator is 
so simple to operate that any typist can learn to 
use it in minutes! 

And the IBM 682 is suitable both for small com- 
panies seeking the advantages of electronic auto- 
mation and for large companies where, for certain 
applications, it can be a valuable supplement to 
more extensive data processing equipment. 

Find out now just how the new IBM 632 can help 
your business cut costs and build profits. Call your 
local IBM representative today. 
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The Advertising Budget 


Frank D. Robinson 


ECAUSE of our ability to determine a definite mathematical re- 
B lationship between costs and activity at various operating 
levels, our budgeting for the manufacturing or production func- 
tion of the business is reasonably accurate and is a powerful man- 
agement tool. With a properly set fixed and variable budget it is 
possible to provide for profit control by (1) setting forth where 
and how variable costs should fluctuate with volume and (2) by 
establishing limits on so-called ‘‘fixed”’ costs. 

Basically, we are free to operate the manufacturing function in 
line with the profit plan (or budget) because we more or less 
know precisely the effect on profits that any of our possible 
courses of action will have. 

The marketing cost elements of rent, telephone, commissions 
and sales salaries are likewise relatively easy to budget, for they, 
too, fall into the familiar fixed and variable elements. With these 
elements of marketing costs we again feel free to set forth a 
profit plan, knowing with reasonable accuracy the effect on 
profits that any of our possible courses of action will have. 

The advertising element of marketing costs is completely dif- 
ferent, because we cannot accurately measure the effects of our 
possible courses of action and, equally important, the benefits of 
any course of action we take with respect to the advertising pro- 
gram may be greatly influenced by the advertising activities of 
our competitors. In other words, a course of action we elect to 
take with respect to advertising may be a good one if competi- 
tion takes one course of action, and a poor course if the com- 
petitor takes another. 

Therefore, there is a very important distinction between budg- 
eting for manufacturing and marketing costs other than adver- 
tising on the one hand, and advertising costs on the other. The 
first group of costs are under our own power to optimize for 

rofit. 
“i The advertising cost levels established may or may not be at 
optimum profit levels depending upon forces beyond our con- 
trol—that is, the advertising efforts of our competitors coupled 
with changes in the direction of the business cycle that have 
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Using the game theory to determine 
how much to spend for advertising 


taken place in the time between the authorization of the expend- 
iture and its actual occurrence. 

A properly set advertising budget, therefore, is one in which 
the “diluting” effects of competitors’ advertising are evaluated 
and a course of action—i.e., strategy—is selected so that at least 
fair results will be achieved even if competition chooses the 
worst possible course of action against our cause, and where ex- 
cellent results will be obtained if competition chooses the course 
of action least damaging to our cause. In addition, the budget 
should be “‘set” for the direction that it is anticipated the busi- 
ness cycle will take. 

Mathematical techniques have been developed to solve prob- 
lems involving the determination of the best of several alternate 
courses of action, the benefits of which courses will vaty de- 
pending upon the action taken by competitors. These mathe- 
matical techniques are known as “game theory.” 

Before setting up a mathematical model of the problem, how- 
ever, we must establish the advertising principles that we have 
considered valid in setting forth the ranking of the benefits and 
losses used in the mathematical model. 

1. The basic justification for advertising is that with such ex- 
penditures, sales can be increased at an advertising cost that 
yields an additional contribution to operating profit that is be- 
yond the profit that would have been achieved without the ad- 
vertising. At some point the cost of advertising will increase to 
the level that the increased sales cease to be worth the additional 
advertising costs. Increased sales due to advertising can be either 
increased unit sales at constant prices or increased unit selling 
ptices above those that could be obtained without an ‘‘adver- 
tised product.” 

For example, a retailer who buys a unit for $60.00, resells it 
for $100.00, and pays a 10% ($10.00 unit) commission cannot 
afford to spend more than $30.00 for advertising for each addi- 
tional unit sold. A $3,000.00 advertising campaign, therefore, 
would a the sale of 100 additional units just to break even. 

2. Different products vary greatly in the way that their sales 
can be increased by the use of advertising. Caskets are an ex- 
ample of a product the over-all sales of which are “inert” to 
promotion. 

3. However, even if additional over-all demand for the prod- 
uct cannot be created, it is possible to increase one’s own share of 
the fixed market. This means that the advertising of such inert 
products should be slanted at improving “market share’”—we 
should not attempt to sell the product as a product, but should 
sell the benefits of our particular version of the product or the 
value of dealing with our particular firm. 

4. Different products vary greatly in the length of time that 
the purchasers of such products react to past advertising. For ex- 
ample, a seller of college class rings has a different lot of cus- 
tomers each year. A seller of bank vaults has purchasers that tend 
to remain in their jobs for considerable periods of time. There- 
fore, the risks involved in curtailing advertising are much less 
with some products than they are with others. In addition, a de- 
cision to reduce advertising efforts is much safer on the part of 
a firm which has built up a high degree of advertising retention 
than one which has not. 

5. While no conclusive studies have been made, it appears 
that during past downswings in the business cycle, firms which 
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200 units sold @ $100.00 each $20,000 100.0% 
Less: purchase costs 200 @ $60.00 each $12,000 

Commissions @ $10.00 each 2,000 

Advertising 2,400 16,400 82.0% 









100 increased units sold @ $100.00 each 
Less: 100 units cost @ $60.00 each 

100 units commission @ $10.00 each 

Advertising 





100 units sales @ $100.00 each 
Less: 100 units cost @ $60.00 each 

100 units commission @ $10.00 each 

Advertising 





increased advertising maintained rates of volume higher than 
those of competitors who did not increase advertising, but that 
such advertising did not increase the profits of those who in- 
creased advertising over those who did not. 

On upswings in the business cycle, firms who increased adver- 
tising increased both their volumes and profits over those who 
did not. We believe that it is vital to increase advertising on the 
upswing of the business cycle, attempt to find an optimum level 
of advertising during the boom, and drop off sharply on the 
downward side of the business cycle. We would define “sharply” 
as at a rate greater than the forecasted rate of drop in sales vol- 
ume. 

6. The effect of competitors’ advertising is to dilute one’s own 
advertising efforts. Therefore, the benefits from any program we 
undertake will vary in accordance with the intensity of competi- 
tors’ advertising. One element of justification for the advertising 
budget should be a factual exhibit of competitive advertising 
practices and cost levels over past periods. 

7. In our opinion, the advertising budget should not be set 
on an annual basis in companies where volume will probably 
vary with the business cycle; quarterly budgets would seem most 
reasonable. 

Using the above listed principles, the following steps should 
be taken to set the advertising budget of a product line whose 
sales tend to fluctuate in the same general path as the over-all 
business cycle: 


1. Develop, assuming operations at the top of the business 
cycle, the advertising cost level that will produce additional sales 
dollars sufficient to yield the firm’s required rate of marginal 
contribution to income on the increased sales dollars forecast. 
Obviously, this can only be a guess. However, the requirement 
to determine “plus” volume, “plus” operating profit after the 
increased advertising expense, and to set an objective is, in our 
opinion, most beneficial to the company despite the inaccuracies 
that are present. 

For example, we previously discussed the retailer who resold 
a unit with a $60.00 cost for $100.00 and paid a 10% or $10.00 
commission. If he assumed he could move 200 “‘plus’’ units as 
a result of an advertising campaign, and had an objective of an 
18% marginal contribution to income, then he could spend only 
$2400.00 for advertising (Table I). 

A summation of the budgets for each of the individual prod- 
uct lines would be the over-all company advertising budget in 
good times expected to continue long enough to recoup the ad- 
vertising outlay. 

A corollary benefit of this approach is that it tends to get dol- 


18.0% 





$10,000 100.0% 
$ 6,000 
1,000 
1,200 8,200 82.0% 











$10,000 100.0% 
$ 6,000 
1,000 
1,000 8,000 80.0% 
$ 2,000 20.0% 





lars spent promoting items with high marginal income contribu- 
tion rates and/or those items whose sales are expected to be most 
greatly increased by advertising. 

2. Determine the probable immediate direction of the busi- 
ness cycle—horizontal, up or down. 

3. Estimate the mean, level of competitors’ advertising ac- 
tivity: 

a. If he will decrease advertising, we are safe to spend at a 
lesser rate. 

b. If he will increase his activity, we may require more funds 
to attain any given objective. 

c. Either earmark some of the budget for a programmed di- 
rect counterattack or, in any event, hold some of the budget un- 
committed for possible counterattack. Experience is the only 
guide as to how much of the budget to reserve for this safety 
factor. 


4, Having established the optimum level of the advertising 
budget assuming favorable business conditions, held back a 
reasonable portion for counterattack, and adjusted the total for 
probable increased or decreased competitive activity, the next 
step is to decide whether to increase, decrease, or hold the budget 
constant in view of the direction of the business cycle. Our de- 
cision to increase, decrease, or hold constant must also recognize 
that our competitor has the same three alternatives as ourselves. 
As we said earlier, the aim is to select a course of action so that 
at least fair results will be obtained if the competition selects the 
course of action least favorable to us, and which will give us ex- 
cellent results if the competition selects a course most favorable 
to us. 

5. In calculating our best course of action, we obviously can- 
not set actual dollar and cents values or other quantitative values 
in measuring the benefits of one course of action versus those of 
another. This does not mean that game theory cannot be applied 
to the solution of the problem if we will accept a ranking of the 
order of benefits. Using this ranking—the process is called 
“ordering” —we rank benefits in the order of from “excellent” 
to “very poor.” In other words, while we cannot make quantita- 
tive estimates of the net results of each of our alternative courses 
of action as they will be affected by competitors’ activities, we are 
usually able to set qualitative values in the same way as we know 
boiling water is warmer than water at room temperature, which 
is, in turn warmer than ice water. 

(Continued on page 388) 
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A Theory of Depreciation 
Consistent with Decision-Making 


Harold Bierman, Jr. 


“In sum, timetable depreciation sets up a will-o’-the-wisp by as- 
suming that there is some knowable or determinable timetable 
that is ‘fair’ and represents the way in which assets ‘really’ de- 
preciate, even though nobody can write an acceptable definition of 
depreciation.’’! 


HOSE of an economic bent of mind often belittle the account- 
} bein efforts to allocate the cost of a long-lived asset to ex- 
pense over its useful life. Criticisms of accounting practice are 
indeed valid,” but to imply that there is not a “fair” or “de- 
terminable’’ timetable of depreciation is rash. It is the argument 
of this paper that there is a determinable timetable of deprecia- 
tion in most cases, and in fact the timetable is determined at 
the time of purchase. The depreciation computations to be de- 
veloped here are not just idle doodling, but rather they are im- 
portant data for the purposes of measuring income and apprais- 
ing the results of managerial action. 

The establishment of the suggested procedure for computing 
depreciation has one requirement. When an investment is made 
in a long-lived asset a prediction must be made of the amount 
and timing of the future net cash proceeds. It does not have to 
be an absolutely correct forecast of the future. It does have to be 
a reasonable estimate, preferably the estimate which was the basis 
of the decision to invest. Surely this requirement is not unreason- 
able. The prediction of net cash proceeds has been built into 
the widely accepted capital budgeting procedure recommended 
by the author of the quotation which opens this paper.’ It is 
merely necessary to use the prediction of cash proceeds for the 
depreciation schedule as well as the capital budget request. 


HAROLD BIERMAN, JR. is associate 
professor of Accounting at the Gradu- 
ate School of Business and Public Ad- 
ministration, Cornell University, Ithaca, 
N. Y. His prior teaching positions in- 
clude: Assistant professor, School of 
Business, University of Chicago; instruc- 
tor, School of Business Administration, 
University of Michigan and College of 
Commerce, Louisiana State University. 
His industrial experience has been with 
Boeing Airplane Company, Shell Oil Company, National Can 
Corporation, and the Ford Motor Company. He holds an M.B.A. 
and a Ph.D. degree both from the University of Michigan. 
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Describes a means of allocating the 
depreciation charge so that the re- 
turn on investment is undistorted 


A DEFINITION OF DEPRECIATION ACCOUNTING 

The accepted function of depreciation accounting, from a 
financial accounting point of view, is to allocate the cost of an 
asset over its useful life. The purpose of this concept is to 
charge the revenues of a period with the expenses of earning 
those revenues. The questions raised by Dean are: : 

How can we determine the amount of the cost of the invest- 
ment which should be allocated to any one period? 

Are we doomed to an arbitrary timetable of charges? 


The basis of the depreciation schedule developed here will be 
that a company does not buy bricks, mortar, or steel when a 
long-lived asset is purchased, but rather it is purchasing the 
future cash proceeds to be earned over the asset’s life. This is 
based on the fact that industrial assets derive value from their 
ability to earn net cash proceeds (revenues less expenses requir- 
ing cash expenditures). 

The purchase price of the investment must be split into the 
amounts paid for the net cash proceeds of each period. 


How much was paid for the cash proceeds of a period? 


We shall assume that an amount equal to the present value of 
the cash proceeds of the period is the cost of the cash proceeds. 

If the depreciation computation stopped with the present value 
of the cash proceeds, this would be a step in the right direction, 
but it would be incomplete, thus incorrect. The complete ac- 
counting procedure should include capital costs (implicit interest 
on the investment). This idea will be developed in detail after 
the problem to be solved is defined. 


THE PROBLEM TO BE SOLVED 

The optimum depreciation procedure should give a reasonable 
measure of a period’s income and leave the return on investment 
(income divided by investment) undistorted. Let us assume a 
situation where an investment which cost $272.34 earns net cash 
proceeeds of $100 in year one and $200 in year two. The invest- 
ment will have no value at the end of year two (the salvage is 
zero). For ease in computation, the proceeds are assumed to be 
earned at the end of each year. The life of the investment is as- 
sumed to be a function of time, not activity. 


* Joel Dean, ‘Four Ways to Write Off Capital Investments: Manage- 
ment Should Have a Wider Tax Choice,” Journal of Business, XXIX 
(April 1956), p. 87. 

* See Harold Bierman, Jr. and David Green, “Accounting for Income 
—The Problems Arising from Certificates of Necessity,” The Federal 
Accountant, VI (June 1957), pp. 29-44. The article discusses one major 
difficulty in depreciation accounting. 

%See Joel Dean, Capital Budgeting (New York: University Press, 
1951). There are also numerous articles by Dean which stress the 
importance of taking into consideration the timing as well as the amount 
of the future cash proceeds. 
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The first step is to compute the expected rate of return or 
yield of the investment. By the use of a trial-and-error solution 
the rate of return is found to be 6%. This amount will be used 
to determine the present value of the cash proceeds. 

Assume that the actual cash proceeds are equal to the predicted 
cash proceeds: 

W hat is the income of year one? 

What is the income of year two? 

What is the return on investment for each year? 


Let us first try the straight-line method of depreciation. The 
income statements for the two years are as follows: 








Year 1 Year 2 
Mei PYOCOGES, ooo. ccs ccenvccrc tetas etees $100.00 $200.00 
less: Depreciation ........ccecsccsesccececcees 136.17 136.17 
Reema (DMC) <<a oid os aot tnve.sre's.cialeie' merase ($ 36.17) $ 63.83 





Was there a deficit in the first year of $36.17? 

A profit of $63.83 in year two? 

Is a deficit of $36.17 consistent with the predicted (and 
actual) rate of return of 6%? 

There are obvious pitfalls in assuming that the depreciation 
is equal for each of the two periods. The straight-line method of 
depreciation is not a reasonable procedure for this situation. The 
distortion in the measures of performance is made even worse 
by the introduction of any of the decreasing charge procedures 
(such as twice straight-line or sum-of-the-years’ digits). These 
methods will give an even more distorted picture since the 
proceeds of the first year will be charged with more deprecia- 
tion, making the deficit of the first year even larger. 


SOLUTION TO THE PROBLEM 

In a prior section of this paper it was suggested that a com- 
pany, on making an investment in a long-lived asset, is actually 
purchasing future cash proceeds rather than the physical com- 
ponents of the asset. The present value of the cash proceeds in 
the example being studied is given in Table 1 (the rate of return 
is used as the rate of discount). 


TABLE 1 





Net Present Value of $1. Present Value of 
Cash (using the rate of | Net Cash Proceeds 
Year Proceeds return 69%) (the basic depreciation) 
1 $100 9434 $ 94.34 
ee 200 .8900 178.00 
$300 $272.34 


The present value of the cash proceeds is the basic deprecia- 
tion charge for each year since this is the amount that the firm 
is paying for those cash proceeds. But the total cost of earning 
the revenues must include the implicit interest cost of carrying 
the investment for one period. The total investment is $272.34. 
Using the 6% rate of return the total implicit interest cost of 
using the $272.34 investment is $16.34. This is the implicit 
interest cost of using the asset and also the implicit revenue 
earned by the company. 

How much of the $16.34 is an interest expense of the fst 
period ? 

The investment of $94.34 was made in order to earn the cash 
proceeds of $100 of the first year. Using the 6% interest rate, 
the interest cost applicable to the first year is $5.66 (6% of 
$94.34). The difference between $16.34 and $5.66 is the interest 
cost applicable to the investment of $178.00 (the purchase price 
of the cash proceeds of the second year). This $10.68 should 
ptoperly be charged against the revenues of the second year, not 
the first year, since it is a cost of the second year’s revenues. 

_ Table 2 shows the basic depreciation charge, the implicit 
interest cost, the implicit interest revenue of the two periods, and 
the sum of the three items. 


TABLE 2 v 
1 2 3 4 
Implicit Implicit (1 plus 2 minus 3) 


Basic Interest Interest Total of Depreciation 
Year Depreciation Cost Revenue Plus Interest 
1 $ 94.34 $ 5.66 $16.34 $ 83.66 
2 178.00 22.00 11.32 188.68 
$272.34 


$272.34 
Explanation of Computations : 


Implicit Interest Cost: 
Year 1—$94.34 x (1.06)1 — 94.34 = $5.66 
Year 2—$178.00 x (1.06)? — 178.00 = $22.00 
Implicit Interest Revenue: 
Year 1—$272.34 x 6% = $16.34 Interest Revenue— 
Year One 
Year 2—$272.34 + (16.34 — 5.66) — 94.34 = $188.68 
Investment Beginning of Second Year 
$188.68 x 6% = $11.32 Interest Revenue— 
Year Two 
The 16.34 minus 5.66 is the amount of interest cost incurred 
in the first year which is applicable to the second year. 
The $94.34 is the amount the investment depreciated the first 
year. 
We are now ready to prepare the income statements for the 
two years. 


INCOME STATEMENTS 











Year 1 Year 2 
Oleh COR PIOCRRN ois i Saco Sat asen PaCae eens $100.00 $200.00 
Sess Reale: a eeCliOt.. «6:5. i5005 06 dcrasaseeeees 94.34 178.00 

$ 5.66 $ 22.00 
heads \lenpitels Interest Gost: 2... 6.66 00.05 < eeeeecwtns 5.66 22.00 
INGE Ober atit se LRcOme vee daediene dadetevesee 0 0 
gilerax: (avast ROGUE «6.65. << 's0.c'v ab Shae clean San 16.34 11.32 
INGE IRCOHE OE 5 Kaisied Facies See Me sigemenee tere $ 16.34 $ 11.32 


The return on investment of the two years is as follows: 


Year 1 
Income _. 16.34 _ % 
Investment Beg. of Year ~ 979.34 — ha 
Year 2 
Income — _11.32 
Investment Beg. of Year ~ 199.74 = 6% 


The investment as of the beginning of the year was chosen 
instead of the average investment in order to simplify the com- 
putations (the beginning of the period investment was also 
assumed in the rate of return computations). 

It should be noted that the returns on investment for the two 
years are both equal to the rate of return predicted at the time 
of purchase. This shows that the depreciation procedure illus- 
trated here does not distort the return on investment. The operat- 
ing incomes for the two years are also equal, eliminating the 
unlikely situation of having a deficit in the first year (as was 
true with straight-line depreciation). 

The net incomes for the two years are unequal. This results 
from the fact that there was a larger investment in year one, 
which was successfully operated (meeting the predicted cash 
proceeds). The investment of year two also was successfully 
operated, but the total investment was smaller, thus the implicit 
interest revenue was less. 

The procedure has succeeded in allocating the cost of using 
the long-lived asset (the depreciation charge) so that the re- 
turn on investment is undistorted. Also, the income reported is 

(Continued on page 393) 
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Effective Business Budgeting 


UDGETING, as a means of profit plan- 

ning, appears to be recognized as one 
of the better techniques available to man- 
agement in achieving integrated and effec- 
tive planning and control. A report of a 
pioneer study on this subject just issued by 
Controllership Foundation, research arm 
of Controllers Institute of America, indi- 
cates that 89% of a carefully selected 
group of American and Canadian compa- 
nies surveyed have a formal budget or 
profit-planning program. 

The 424 leading companies comprising 
the area of study do not represent a ran- 
dom sample, but rather a selective sam- 
ple.* Considerable effort has been ex- 
pended to develop a sample representative 
of firms reputedly doing a better-than-av- 
erage job of planning, budgeting, and 
controlling operations. 

Personal interviews (35) and responses 
to a mail questionnaire (389) provided 
the data recorded and analyzed in this ex- 
tensive report entitled Business Bud get- 
ing: A Survey of Management Planning 
and Control Practices. There are 363 easy- 
to-read pages of text (containing 93 tables, 
12 figures and four appendices) which 


/ 
sere 
KEATE 


summarize the results and appraise the 
budgeting practices. These actual budget 
practices of the companies reporting re- 
veal much of interest concerning the 
length of the budget period, the common 
patterns of participation in planning, and 
the types of long-range plans. Highlights 
are: 


1. Of the 375 companies indicating the 
length of the budget period, 86 per cent 
(323) reported that the budget covered 
a one-year period; 10 per cent (36 com- 
panies) indicated that the budget covered 
a six-month period; and 4 per cent (16 
companies) reported that the budget cov- 
ered a three-month period. 

2. To aid in both planning and control, 
most of the companies studied subdivide 
the budget period into a series of interim 
time periods. Seventy-nine per cent (295 
companies) of the 375 companies report- 
ing on the subdivision of the budget pe- 
riod divide the budget into monthly peri- 
ods; 17 per cent (63 companies) divide 
the budget into quarterly periods; 2 per 
cent (9 companies) use annual periods 
only; 1 per cent (4 companies) subdivide 





“| plan to travel with the money | get 
for this expedition. Aside from this trip, I’ve 
never been west of Hoboken, New Jersey” 
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the budget period into weekly periods; 
and fox cent (4 companies) subdivide 
the budget into 4-week periods. 

3. The profit-and-loss budget is the pri- 
mary technique used for bringing together 
and summarizing the planned revenues 
costs, and the residual income. The per- 
sonal interviews revealed many instances 
where a profit-and-loss budget resulted in 
intensified cost reduction programs, sell- 
ing campaigns, or altered pricing policies, 
The study disclosed that 96 per cent 
(366) of the 379 companies using a 
formal budget program prepare a budget 
profit-and-loss statement. Fifty-three per 
cent (200 companies) of the 379 with 
formal budgeting programs prepare a 
budgeted balance sheet. Approximately 
one half of the companies utilizing a 
formal budget program have developed 
budget manuals. 

4. The per cent of companies develop- 
ing formalized plans for periods of more 
than one year is not extremely high; how- 
ever, the personal interviews reflect an in- 
creasing awareness on the part of business 
executives of the need to supplement 
short-range plans with long-range plans. 
Of the 424 companies studied, 63 per cent 
develop long-range sales plans; 63 per 
cent develop long-range capital expendi- 
ture plans; 54 per cent develop long- 
range profit plans; 50 per cent develop 
long-range cash flow plans; 38 per cent 
develop long-range expense plans; and 34 
per cent develop long-range research 
plans. 


The more important characteristics of 
successful budgeting which clearly stand 
out in the composite picture are: 


1. A firm foundation for budgeting 
based on: 


a. sound organizational structure which 
designates clearly areas of responsibility 
and authority, and 

b. an adequate accounting system ori- 
ented to organizational responsibilities. 


2. A formalization and integration of: 

a. the planning process, and 

b. the control process, including the re- 
lated procedures and techniques employed. 


* For this reason, the results should not be 
considered as representative of the budgetary 
practices of the average business enterprise in 
Canada and the United States. 
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3. A formalization and integration of 
the budgetary system into a coordinated 
rogram consistent with organizational re- 
sponsibilities and planning and control 
needs. 


4, A definite and clear-cut assignment 
of responsibility for: 


a. budget estimates related to opera- 
tional assignments, and 
b. over-all staff coordination of the 


budget program. 


5. A budgetary system that provides 
for: 

4. definite time schedules for the com- 
pletion of formal plans consistent with 
specific planning responsibilities, 

b. timely reporting of results related to 
objectives, and 

c. prompt control action related to or- 
ganizational responsibilities. 


6. Operating plans for the firm and for 
each major organizational division thereof 
formalized and expressed in detail. 


7. A reporting system which compares 
actual results with standards or objectives 
by areas of organizational responsibility 
(applying the exception principle). 

8. Simple procedures, applied to the 
fullest extent possible, consistent with the 
requirements of the situation. 


9. A system whereby all levels of man- 
agement actively participate in the plan- 
ning and control processes. 


10. A recognition of the significant dif- 
ferences existing between the planning 
process and the control process, and an ap- 
preciation of the interrelationships be- 
tween the two processes. 


11. A program of continuous budget 
education to insure an appreciation of the 
potentials involved, and an increasingly 
enlightened approach in the application of 
budgeting. 


12. Active support and participation in 
the budgetary program from top manage- 
ment to the lowest level of the supervi- 
sion. 


13. A periodic follow-up to appraise 
the implementation of budgetary policies 
and control procedures by the lower levels 
of management. 


14. A clear understanding and appreci- 
ation by both line personnel and staff per- 
sonnel of line and staff relationships. 


15. Provision for enlightened budget- 
aty staff assistance to lower-level super- 
visors when needed. 


16. A continuous participation by both 
line and staff in the solution of day-to-day 
planning and control problems. 


17. An adequate recognition of and 
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emphasis on the importance of enlight- 
ened human relations in generating a 
spirit of willing cooperation among per- 
sons associated in an enterprise. 


18. A system of budgeting designed 
and applied primarily to motivate people 
rather than to exert pressure on individ- 
uals. 


19. An appreciation of the differences 
between ‘job responsibilities’ and con- 
trol techniques. 


20. A recognition of the fact that con- 
trol is accomplished through people rather 
than through techniques. 


This study brought to light three prin- 
cipal problems or limitations relative to 
the budgetary process, v7z., 


1. A tendency on the part of some ex- 
ecutives to expect results from the tech- 
nique, failing to appreciate the fact that 
budgeting is a tool to be used by manage- 
ment and is effective only through the ac- 
tions of responsible individuals. These ex- 
ecutives apparently do not realize that the 
budget does not manage, but is an effec- 
tive tool available to management. The re- 
sults obtained are dependent upon how 
the tool is used. It does not and cannot, of 
course, substitute for the use of judgment 
and good leadership by management. 


2. Failure on the part of some execu- 
tives to recognize that effective use and 


application of budgeting depends almost 
wholly upon an understanding and appre- 
ciation of the importance of sound human 
relations. In other words, good use of 
budgets and budget techniques can be real- 
ized only through the coordinated efforts 
of many people at various management 
levels. It helps to have these people under- 
stand what budgeting is and know that 
they honestly play an active role in mak- 
ing the budget system work. 


3. The inherent difficulties involved in 
forecasting volume with reasonable ac- 
curacy and confidence. 


In recognition of the fact that the prin- 
ciples of management are essentially sim- 
ilar in all businesses, the concrete in- 
formation on the pattern of management's 
practices presented in this report should 
serve as a guide of inestimable value to any 
business executive seeking a solution to 
the budgeting problems of his company 
irrespective of the size or classification of 
the industry in which he is engaged. The 
results of the study also should be of par- 
ticular interest and use to educational in- 
stitutions concerned with the training of 
future business leaders. 

Copies of Business Bud geting, available 
in mid-August, may be ordered from Con- 
trollership Foundation, Inc., Two Park 
Avenue, New York 16, N. Y., at $12.50 
per copy ($10.00 to members of Con- 
trollers Institute). 
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Gives you automatic 
punched-card processing 
with one low-cost machine! 


The Keysort Tabulating Punch today cuts automation 
down to size by providing, in just one compact unit, 
everything required for complete punched-card process- 
ing. With greatest adaptability to a company’s size and 
set-up. And at a rental of less than $100 a month. 


Keysort Tabulating Punch code-punches and tabulates 
quantities and amounts in Keysort cards... then reads, 
duplicates and summarizes these figures .. . simultane- 
ously printing them for visual verification. The most 
versatile machine of its kind available. Easy to master, 
easy to use. In almost every area of plant control — job 
costing; labor distribution; inventory; labor, material 
and production control; sales and order analysis. In 
service organizations and hospitals — in every type of 
operation requiring fast, accurate data processing. 


Call your nearby Royal McBee man to arrange a demon- 
stration, or write us for illustrated descriptive folder. 








VV iis, * 
OUTSTANDING FEATURES x Simple operation from 
10-key keyboard * Punches 2 quantities in one operation 
(dollars-hours, dollars-units etc.) * Simultaneously tabu- 
lates all amounts * Reads sorted cards, automatically 
accumulates and totals punched amounts * Prints all 
figures for immediate verification * Adaptable to any size 
work-load . . . to centralized and decentralized operations. 











VICBEE KEYSORT. 


PUNCHED-CARD CONTROLS FOR ANY BUSINESS 


PORT CHESTER, N.Y., Offices in principal cities. 


ROYAL M°cBEE Corp. In Canada: The McBee Company, Ltd., Toronto 16 








CORPORATE EXPENDITURES, 
PROFIT PLANNING, MERGERS, 
AND SCIENTIFIC MANAGEMENT 


Discussed at Regional Conferences of Controllers Institute 


WO OUTSTANDING regional conferences 
Tor Controllers Institute of America— 
the Midwestern held at French Lick 
Springs, Indiana, and the Western held in 
Seattle, Washington—were noteworthy 
for the high quality of the technical sub- 
jects and the hospitality of the sponsoring 
Controls. 

The Midwestern Conference, April 27- 
29, sponsored by the Indianapolis Control, 
was under the chairmanship of Edward M. 
Karrman, treasurer and controller, Ameri- 
can Life Insurance Company, Indianap- 
olis. Serving as program chairman was 
Charles R. Israel, treasurer, Aero-May- 
flower Transit Company, Indianapolis, 
while Victor C. Seiter, assistant secretary- 
treasurer and controller, Citizens Gas & 
Coke Utility, acted as vice chairman of the 
Committee as well as of the Conference as 
a whole. 


Speaking at the opening technical ses- 
sion, Reid McCrum, treasurer, Anheuser- 
Busch, Inc., St. Louis, Mo., discussed 
“Some Observations on Capital Expendi- 
tures.” Following Mr. McCrum, three ex- 
ecutives of Radio Corporation of America 
—F. R. Demmerly, E. W. Patton, and 
J. H. Walker—told the group how RCA 
conducts its program of “Planning for 
Profit.” 

On the second morning of technical ses- 
sions, Dr. Harry Sauvain, professor of Fi- 
nance, University of Indiana, spoke on 
“The Economy—Up or Down?” and 
Thomas R. Bossort, Jr., director, Executive 
Development Committee Program, Indi- 
ana University, discussed ‘Executive Com- 
petence in Business.” 

The banquet speaker was Dr. Carl S. 
Winters of the Oak Park Baptist Church, 
Oak Park, Ill., whose subject was “The 





Work of the national Planning Committee of Controllers Insti- 
tute of America is discussed at a meeting of national and local 
officials held in connection with the 1958 Western Regional Con- 
ference in Seattle, Washington. Standing (center) is chairman of 
the Planning Committee, J. McCall Hughes, vice president and 
controller of Mutual of New York, N. Y. Mr. Hughes is president- 
elect of Controllers Institute for 1958-1959 and will assume office 
on September 1, 1958. Presiding at this particular meeting is 
James L. Peirce (left), vice president and controller, A. B. Dick 
Company, Chicago, Illinois, and 1957-1958 president of Con- 
trollers Institute. Seated to the right of Mr. Peirce are Duncan 
McFadden, controller, Stanford University and E. W. Haggerty, 
controller-auditor, Pendleton Woolen Mills, Portland, Oregon. 
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Fine Art of Living.” The closing luncheon 
speaker was Robert J. Kryter, a consulting 
engineer from Indianapolis, whose sub. 
ject was “Sputniks, Atoms, and You.” 

On the lighter side, the Conference op. 
ened with an informal session which was 
followed by a buffet at which Institute 
members and their wives and guests were 
entertained by the Singing Hoosiers and 
Hoosier Queens of Indiana University. A 
dance was held after the banquet and am- 
ple time was available for golf and other 
types of recreation. The ladies’ program 
included a special luncheon with a talk on 
flower arrangement and a trip to West 
Baden Springs. 

A feature of the Midwestern Confer- 
ence was the Annual Meeting of Members 
held Monday morning, April 28, at which 
new national directors of Controllers In- 
stitute were elected. 

Presiding officers at the various sessions 
included Charles R. Israel, treasurer, Aero- 
Mayflower Transit Company, Indianap- 
olis; Russell E. Westfall, secretary-treas- 
urer, Eli Lilly International Corporation; 
Professor Lyle D. Dieterle, University of 
Indiana; and Frederic M. Hadley, execu- 
tive vice president, Eli Lilly & Company. 
James L. Peirce, vice president and con- 
troller, A. B. Dick Company, and presi- 
dent, Controllers Institute, presided at the 
banquet while D. E. Browne, vice presi- 
dent-finance and controller, Lockheed Air- 
craft Corporation, and chairman of the 
Board of the Institute, presided at the 
closing luncheon. 

The Western Conference, June 5-7, 
sponsored by the Seattle Control, was 
under the chairmanship of Harold W. 
Haynes, assistant controller, Boeing Air- 
plane Company, Seattle. Clyde Skeen, con- 
troller, Boeing Airplane Company, was 
the program chairman. 

The opening speaker at the technical 
session was Irving S. Smith, president, 
Continental, Inc., and also president of 
the Seattle Chamber of Commerce. Mr. 
Smith was followed by H. De Wayne 
Kraeger, director, State of Washington 
Department of Commerce and Economic 
Development, whose subject was “The 
Economy—Current Analysis.” O. Gordon 
Delk, deputy commissioner of Internal 
Revenue, Washington, D. C., spoke on 
‘Policies and Trends in the Administra- 
tion of Tax Laws” at the opening lunch- 
eon. The afternoon technical session on 
June 6 featured Charles Osborne, partner, 
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Bogle, Bogle, and Gates, Seattle, whose 
subject was “The Practical Aspects of Cor- 
porate Mergers,” and Charles Whitehead, 
partner, Haskins and Sells, San Francisco, 
who discussed the changes in the internal 
revenue code recommended by an advisory 
group to the House Ways and Means 
Committee in regard to corporate distribu- 
tions, liquidations, and reorganizations. 
On the closing day of the Conference, 
the over-all subject was ‘“Management and 
Research Services.” The first speaker, 
Roger R. Crane, manager, Research Man- 
agement Services, Touche, Niven, Bailey 
and Smart, Detroit, spoke on “The Prac- 
tical Application of Scientific Theories of 


WILLIAM M. ALLEN, presi- 
dent of Boeing Airplane 
Company, Seattle, Wash., 
who spoke at the closing 
luncheon of the Western 
Conference. 


O. GORDON DELK, Dep- 
uty Commissioner of In- 
ternal Revenue, Washing- 
ton, D. C., addressing the 
Friday 
Western Conference. 


LEFT 


RIGHT 


luncheon at the 


Management,” while William C. Eldridge, 
partner, Booz, Allen and Hamilton, Los 
Angeles, discussed ‘‘Management of Re- 
search and Development—A Key to En- 
hance Research Effectiveness.” The final 
technical speaker was William S. Royce, 
manager, Pacific Northwest Office of the 
Stanford Research Institute, Portland, 
Ore., whose subject was “The Role of Re- 
search in Assisting Long-Range Plan- 
ning. 

The closing luncheon speaker was Wil- 
liam M. Allen, president, Boeing Airplane 
Company, Seattle, whose subject was “Are 
We Doing Our Best?” 

Presiding officers at the technical ses- 





sions included: George J. Hodson, treas- 
urer and comptroller, Crown-Zellerbach 
Canada Limited, Vancouver; E. W. Hag- 
gerty, controller, Pendleton Woolen Mills, 
Portland; and Duncan I. McFadden, con- 
troller, Stanford University, Palo Alto, 
California. The Institute president, James 
L. Peirce, presided at the closing luncheon 
which featured Mr. Allen. 

A highlight of the Conference was a 
boat trip across Puget Sound to Kiana 
Lodge where the members, wives and 
guests enjoyed an outdoor salmon barbe- 
cue. The ladies’ program included a lunch- 
eon at the Seattle Tennis Club as well as 
participation in the closing luncheon. 


Plans for Controllers Annual National Conference Announced 


HE FULL PROGRAM of technical subjects 
Thas been developed for the 1958 An- 
nual National Conference of Controllers 
Institute. Sponsored by the Philadelphia 
Control, the meeting will be held at the 
Chalfonte-Haddon Hall Hotel, Atlantic 
City, N. J., October 19-22. 

The opening day of the Conference will 
feature registration for members and 
guests and a reception is planned for the 
late afternoon. The members’ business 
meeting will begin the program of events 
the next day, October 20, and this will be 
followed by a technical session with 
speakers from the Opinion Research Cor- 
poration. 

A series of concurrent topical confer- 
ences will be held on the afternoon of Oc- 
tober 20 and the subjects include a panel 
on economic depreciation headed by Car- 
man Blough, director of Research, 
AICPA; a panel on direct costing headed 
by Wayne Keller, comptroller, Armstrong 
Cork Company; and a discussion of the 
legal aspects of records retention which 
will be developed by Controllership Foun- 
dation, Inc., research arm of Controllers 
Institute. 

The Tuesday morning technical session 
will feature a case history presentation of 
management planning and control at E. I. 
du Pont de Nemours & Company. On 
Tuesday afternoon there will be 17 con- 
current industry round tables for members 


of the various industries to discuss com- 
mon problems in controllership. 

On the final morning of the Conference 
the technical session will feature a panel 
discussion on corporate finance and the 
money market with Walter Hoadley, treas- 
urer, Armstrong Cork Company, leading 
the discussion; other speakers will be 
from an investment bank and a commer- 
cial bank. 

The luncheon speaker on Monday, Oc- 
tober 20, will be Clifford F. Hood, presi- 
dent, United States Steel Corporation, 
while the Tuesday luncheon speaker will 
be Dr. D. H. Dawson, vice president, E. I. 
du Pont de Nemours & Company. The 
closing luncheon, to which wives will 
be invited, will feature the well-known 
entertainer, Ronald Reagan. The annual 
banquet will be held on Tuesday evening, 
October 21, and will be followed by en- 
tertainment and dancing. 

Donald P. Jones, comptroller, Sun Oil 
Company, is serving as general chairman 
of the Conference and his vice chairmen 
are Raymond F. Bradshaw, financial vice 
president and secretary, South Chester 
Tube Company, and W. Randle Mitchell, 
vice president and controller, The Ameri- 
can Pulley Company. Assisting Mr. Jones 
will be the following committee chair- 
men: Arrangements, Joseph F. DiFulgo, 
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comptroller, Luria Brothers & Co. Inc.; 
Business Show, Stuart T. Henshall, execu- 
tive vice president, Merck Sharp & Dohme 
Division, Merck & Co., Inc.; Finance, 
Philip J. Geib, treasurer, National Re- 
fractories Division, Mexico Refractories 
Company; Housing, Charles H. Doyle, 
controller and assistant treasurer, Sun 
Shipbuilding & Dry Dock Company; In- 
dustry Round Tables, Clarence W. Snyder, 
controller and assistant secretary, John A. 
Roebling’s Sons Corporation; Inter-Con- 
trol Attendance, Frank E. Michel, assistant 
treasurer, United Parcel Service; Ladies’ 
Hospitality, George H. Daft, vice presi- 
dent and comptroller, Houdry Process 
Corporation; Program, William B. Carr, 
vice president, Provident Tradesmen Bank 
& Trust Company; Publicity, Charles A. 
Andrews, controller-assistant treasurer, 
Triangle Publications, Inc.; Reception, 
Holden V. Arnaiz, controller, Hutchinson, 
Rivinus & Company; Registration, James 
V. Lester, vice president, Standard Pressed 
Steel Company. 

Attendance at the Conference is open 
to nonmembers as well as members of 
Controllers Institute and registration forms 
may be obtained by writing the Registra- 
tion Chairman, James V. Lester, vice pres- 
ident, Standard Pressed Steel Company, 
Jenkintown, Pa. 
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The tested guide to 
effective cost control... 


Cost 
Accountants’ 
Handbook 


Reliable advice on any 
cost problem arising from 
any type of cost setup. 
Authoritative Handbook 
supplements clear, con- 
cise explanations with 
filled-in working forms 
plus instructions; practi- 
cal formulas; time-saving 
graphs, tables, and charts. 
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found most effective by top cost ac- 
countants for controlling costs. Book 
points out overlooked opportunities 
for getting better cost information at 
substantial savings. Tested procedures, 
applications, methods of analysis and 
control give a reliable check on any 
company’s methods, any proposed 
plan. Handbook relates cost account- 
ants’ work to functions of general ac- 
countants, management; production, en- 
gineering, legal, personnel factors. 


Illustrates, explains specific methods | 
| 


Information-packed sections on: Re- 
ports, Analysis, Control. Variation 
Analysis. Cost Classifications. Cost De- 
partment. Organizing Cost Records. 
Setting and Operation of Standard 
Costs. Specific Order and Continuous 
Process Cost Systems. Joint, By-Product, 
Estimated Costs. Material Purchases, 
Costs, Inventories. Scrap, Waste, Spoil- 
age. Timekeeping, Payrolls. Labor 
Costs. Overhead Accumulation, Distri- 
bution. Overhead and Product Cost, 
Normal Capacity. Research, Develop- 
ment Costs. Plant Assets, Deprecia- 
tion. Budgets. Trade Associations and 
Uniform Systems. Statistical and Mathe- 
matical Methods. 


THEODORE LANG, Ed/tor. 556 ills., 
tables; 1,482 pp. $12 
Other famous RONALD Handbooks 


ACCOUNTANTS’ HANDBOOK, Rufus 
Wixon, Editor; Walter G. Kell, Staff Edi- 


tor. 4th Edition. 407 ills., tables; 1,616 pp. 
6x9, $15 
PRODUCTION HANDBOOK, Gordon B. 
Carson, Editor. 2nd Edition. 726 ills., ta- 
bles; 1,726 pp. 6 x 9. $16 | 


MATERIALS HANDLING HANDBOOK, 
Harold A. Bolz, Editor; George E. Hage- 
mann, Associate Editor. 991 ills., tables; | 
1,740 pp. 6 x 9. $20 


— — — USE COUPON TO ORDER = — 
| 








Please send books checked below: 


(1 Cost Accountants’ Handbook, Lang .. $12 
() Accountants’ Handbook, Wizon-Kell . 15 


(1 Production Handbook, Carson ....... 16 | 
(] Materials Handling Handbook, 
Bolz-HGGeMann ....0-ccecccercccccseves 20 


1 Billme [ BillFirm [(] Check enclosed 

Sent postage paid if check accompanies order, 
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| Inventory Management 


EARLY 30% of the working capital of 

the average U. S. business is tied up 
in inventories, but the management of 
these inventories is still an unsolved prob- 
lem for many companies. The National In- 
dustrial Conference Board conducted a 
several-year study of the problem and, 
from the replies of more than 100 firms 
cooperating in the study, found that: 


1. Despite apparent progress, manage- 
ment in general is dissatisfied with its con- 
trol over inventories. 

2. There is a lack of guiding principles 
upon which executives can base their day- 
to-day inventory decisions. 

3. Only a relatively few companies 
view inventories in a positive light and 
seek increased profits from inventory man- 
agement rather than the mere avoidance of 
losses. 


There are three major factors which 
cause inventories to be a problem. First, 
they represent a heavy investment burden 
as the value of trade and industry inven- 
tories in 1957 amounted to over $90 bil- 
lion. Second, companies report that 
changes in total inventories and in pro- 
duction tend to lag behind changes in 
sales activity. Finally, failure to provide an 
inventory control program that looks be- 
yond current sales demands can result in a 
whole year’s profits being wiped out in a 
single adjustment period. 

According to cooperating companies, in- 
ventory imbalances stem from many 
causes. Among those most frequently men- 
tioned are: Lack of a controlling policy or 
program which sometimes results in an 
“every man for himself’? approach; fail- 
ure to delegate management responsibility 
with the result that clerks who keep the 
stock records often make the decisions for 
management; failure to recognize that 
inventory is a company-wide problem 
requiring coordination between sales, fi- 
nances and production; inability to fore- 
cast accurately the amount and timing of 
future demand for various products in the 
line; an inclination to hoard inventory 
among purchasing, production and sales 
personnel, all of whom can make their job 
easier and apparently more efficient by re- 
taining a large inventory; the need to ac- 
cumulate inventories in advance of the 
selling season ; and failure to develop good 
sources of supply, which forces many com- 
panies to build larger-than-desired inven- 
tories as insurance against the interruption 
of production and possible loss of sales. 

While the managements of most com- 
panies favor good inventory control, the 
study indicates that they have not always 
provided the degree of management influ- 
ence that appears necessary for success. 
Their desires are seldom supported by a 


written statement of policy or the expres. 
sion of long-range fundamental beliefs 
which could serve as a guide to inventory 
management. In fact, some executives fee] 
that a rigid inventory policy is either im. 
possible to attain or not needed. They pre- 
fer the flexibility that allows them to ap- 
ply their business judgment to situations 
as they arise. 

However, the exercise of this judgment 
usually revolves around certain long- or 
short-term inventory objectives. Most com- 
mon among these are good service to cus- 
tomers, a level and profitable rate of pro- 
duction, steady employment, low financial 
investment, good vendor relations and 
avoidance of obsolescence and scrap. 

Companies that formerly gave little 
thought to inventory administration are 
showing a new interest because tight 
money has forced conservation of working 
capital; recurring extreme inventory im- 
balances from time to time have embar- 
rassed management; there have been too 
many discrepancies between stated values 
of interim and year-end inventories; and 
because good service to customers has not 
been maintained. Cooperators hope to 
overcome these problems by establishing a 
clearer statement of inventory objectives, 
seeking a faster rate of turnover, and pro- 
viding a greater degree of direction on the 
part of top management. 

Opinion is divided concerning the ad- 
ministrative level at which the manage- 
ment of inventories should take place. In 
smaller companies, it is common practice 
to delegate the responsibility of inventory 
administration to the treasurer or control- 
ler. Larger companies place inventory re- 
sponsibility on either individuals, commit- 
tees, or special departments. Companies 
with divisional operations usually center 
responsibility for inventory on the divi- 
sion manager even though the over-all 
program may be directed by a central or- 
ganization. 

The Conference Board finds that while 
some managements are content to judge 
their inventory situation by merely follow- 
ing the total dollar value of their inven- 
tories, others are seeking to establish 
standards of performance which can be 
used to measure adherence to their inven- 
tory objectives. 


Certificates of Necessity 


ODM has issued ten certificates of ne- 
cessity for accelerated amortization of re- 
search and development facilities ; nine of 
the certificates are in the missiles field and 
the other is for military aircraft compo- 
nents. The certificates are the first to be 
issued since August 1947 when the 1954 
IRC was amended. 
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BIG BUSINESS AND HUMAN VALUES* 
By Theodore V. Houser 


Reviewed by JOHN ADAMS 


This book deals with big business and 
its relationship to people. Writing from 
his experience as chairman of the board 
of Sears Roebuck and Company, Mr. 
Houser stresses the importance of busi- 
ness’ obligation to people, whether in the 
role of employes, stockholders, consum- 
ers, or persons affected by a company sim- 
ply because of proximity. 

Mr. Houser expresses particular con- 
cern for employes and their opportunities 
for advancement. In an economy where a 
person’s ability is not always sufficient to 
assure justified promotion, it is important 
for companies to consider each employe 
carefully and to give him adequate oppor- 
tunity to display his value. This policy of 
seeking out the most able obviously will 
benefit the company as well as the indi- 
vidual. 

Mr. Houser gives specific suggestions, 
used by his own business, for the finding 
and developing of executives and persons 
for responsible positions. Included in this 
list is the idea that promotion from within 
is a sound policy. This involves an ade- 
quate supply of young employes and satis- 
factory training for them by means of 
planned exposure to various company 
jobs. A program for the selection and 
well-rounded training of persons of ob- 
vious merit is also suggested. Finally, 
there is the recommendation of a policy 
of planned expansion and early executive 
retirement, designed to create opportu- 
nities for capable employes. The idea of 
early retirement has been made a practical 
reality by the Sears profit-sharing and pen- 
sion plan. The structure of a company 
should be such as to furnish recognition 
of worth; the author believes that decen- 


* Published by McGraw-Hill Book Com- 
pany, Inc., 330 West 42nd Street, New York 
36, N. Y. (Special edition for distribution by 
Sears Roebuck and Company to its employes 
and friends and is not for sale.) 





tralization is the type of organization best 
suited for developing the personnel of a 
company. 

Equally important is the relation of big 
business to the public. Within this broad 
category would be included stockholders, 
customers, suppliers, and the community 
in which a corporation or unit of a corpo- 
ration happens to be located. The same 
consideration is due these groups as is 
due the employes. For instance, a basic 
conflict between the interest of stockhold- 
ers and long-range corporation policy ex- 
ists; however, despite the fact that a 
corporation is a continuing entity inde- 
pendent of individuals, corporation policy 
should be in line to some extent with the 
present interests of stockholders. 

A strong case is made for the point that 
large companies need not be destructive 
rivals of smaller firms, but, instead, can be 
an asset to the smaller companies which 
serve as retail outlets or sources of supply. 
This helpful relationship can be assured 
by a definite, long-term agreement be- 
tween the large company and the smaller 
businesses. 

By using examples of his corporation’s 
policy, Mr. Houser points out how a cor- 
poration can serve the needs of the com- 
munities in which its units are located, 
and he stresses the importance of such 
service. Sears has taken an active interest 
in the welfare of both rural and urban 
areas. To aid agricultural development a 
project was undertaken whereby a gilt, 
heifer, or a number of baby chicks would 
be given to youngsters, with the stipulation 
that some of the offspring be given to 
other young people. This process of giv- 
ing would then be repeated. The results 
were gratifying. In five years one boy who 
received a gilt from Sears grossed more 
than $10,000 from its progeny. According 
to the author, in Texas approximately 90 
per cent of all swine shown at state and 
county fairs are the progeny of progeny of 
swine given by Sears. 
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A great interest in medical care and 
education has also been displayed by Sears, 
A program has been devised to enable 
loans to be made to doctors for the pur- 
chase of necessary equipment. This Joan 
program arose out of the company’s cop. 
cern over the distribution of medical care 
in this country. Sears has established schol. 
arship programs to enable high school 
youths from country and city to have g 
college education. Scholarships are given 
for land-grant colleges, state-supported 
schools, and independent schools. In the 
latter case, scholarships to smaller institu. 
tions are encouraged because the company 
is aware that the small independent col. 
lege often is greatly in need of financial 
aid. 

Considerable space is devoted to dis. 
cussing the problems faced in establishing 
stores in Latin American countries. This 
section of the book, though interesting, jg 
of limited application because it deals 
with a specific project. 

Mr. Houser’s basic idea is summed up 
in his conclusion, when he states that 
“when business accepts the freedom of 
our competitive system, it must also accept 
the responsibility for turning its strength 
to the service of the common good.” In 
his discussion of the role of big business 
in our society and its relationship to per- 
sons, Mr. Houser offers a constructive pol- 
icy, and he fills it out with workable ideas 
for enabling the large corporation to serve 
people as individuals and the community. 
This book will remind business leaders of 
their responsibility to serve and possibly 
stimulate them to work out constructive 
and beneficial company policies. 


NUMERICALLY CONTROLLED 
MACHINE TOOLS—IMPLICA- 
TIONS FOR MANAGEMENT* 


By H. Clifton Morse 
and David M. Cox 


This report is a translation of highly 
technical material into the nontechnical 
language of management. The authors 
feel the role of the controller in the in- 
vestigation, evaluation, and installation of 
numerically controlled machine _ tools 
(NCMT) is a vital one. The controller is 
involved from the beginning to the com- 
pletion of a developed program of auto- 
mation. For this job he requires an undet- 
standing of the technical aspect of the 
project. 

The conservation-cost reduction prfo- 
cedure details a program for money-saving 
ideas from company to company. This is 4 
relatively new management activity which 
has been of great benefit to participating 
firms. 

The report contains a special section on 
the controllership function, which de- 
scribes the general functions of the con- 
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troller in a typical manufacturing com- 
Where an investigation is under way 
under NCMT, the functions of the con- 
toller in the investigating group are dis- 
assed. Then, each of the general func- 
tions is re-examined in terms of the 
resultant action on the general function. 
Special attention is given to the pur- 
chase of new machine tools; this includes 
4 detailed machine replacement analysis 
rocedure. Other subjects covered include 
ental versus purchase of new tools, and 
tax and capital considerations. The ma- 
terial on compatibility discusses some of 
the problems involved in relating the 
needs of accounting and manufacturing 
under NCMT, plus other uses of com- 
puters and data-processing equipment. 





* Available from Cox and Cox, Management 
Consultants, 333 North Michigan Avenue, Chi- 
cago 1, Illinois. $25.00. 


EXECUTIVE’S GUIDE 
TO ACCOUNTING* 


By N. S. Wittner 


The book presents an easy way for ex- 
ecutives, business people and others to ac- 
quire a good working knowledge of ac- 
counting without going into technical 
detail. The book is not a text and it does 
not deal with accounting for its own sake. 
All the techniques and principles are 
shown from the executive angle—how 
each can be used as an aid to better deci- 
sion-making and operational control— 
how each helps to better understand what 
makes business ‘‘tick.”” The author sets up 
a mythical corporation and shows the ac- 
counting life of this corporation for an 
entire year: from a simple double entry to 
accounting for corporate property, debts, 
capital, inventories. 


* Published by Prentice-Hall, Inc., 70 Fifth 
Avenue, New York 11, N. Y. $7.50. 


INTERNAL AUDITING* 
By Victor C. Brink 


The second edition of one of the pio- 
neet books in the field presents the best 
current practice in internal auditing, the 
extension of its procedures to operating 
activities, and its use as a major tool of 
management conirol. 





* Published by the Ronald Press Company, 
rs East 26th Street, New York 10, N. Y. 
6.75. 


OTHER BOOK ENTRIES 
MANAGEMENT AND ORGANIZATION. By 
Louis A. Allen. McGraw-Hill Book 
Co., Inc., 330 West 42nd Street, New 
York 36, N. Y. $7.00. 


THE TECHNIQUES OF DELEGATING. By 
Donald A. Laird and Eleanor C. Laird. 
McGraw-Hill Book Co., Inc., 330 West 
42nd Street, New York 36, N. Y. 
$3.95, 
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CONTROLLERSHIP FOUNDATION’S REPORT ON 


BUSINESS BUDGETING 


Here is a pioneering study which discusses and appraises 
the budgeting policies and practices employed by a select 
group of 424 companies as a means of implementing the 
planning and control of operations. 


The 363-page report describes actual budgeting practices 
and shows how they differ from procedures described in 
current literature. This study will aid the management of 
any industry in better understanding and more effective 
performance of its responsibilities. 
All aspects of the budgeting policies and practices of the 
424 companies are summarized in 

V 93 tables 

V 12 figures 

¥ Aappendices 


Appraisal of business budgeting, plus comments and 
general observations, are in the extensive, easy-to-read text. 


BUSINESS BUDGETING 


$72.50 


($10.00 to members of Controllers Institute) 





CONTROLLERSHIP FOUNDATION, INC. 
Research Arm of Controllers Institute 
TWO PARK AVENUE * NEW YORK 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 
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1958-1959 


PRESIDENTS 
OF LOCAL CONTROLS 








CONTROLLERS INSTITUTE oo “Saarvaee Otte — 


Southwest Lumber Mills, Inc. Cornell Aeronautical The Cooper-Bessemer 
OF AMER ICA Laboratory, Inc. Corporation 
Arizona Buffalo Columbus 


SECTION Ii* 





COLLIS W. DEHAVEN BENJAMIN B. BROMBERG M. S. PHEILS W. MILLER BENNETT EDWARD R. RIMMELS 


Montgomery County S. B. Hubbard Company Playtime Products, Inc. Inland Container Eastman Dillon, Union 
Sanitary Department Corporation Securities & Co. 
Dayton Florida Fort Wayne Indianapolis Long Island 





EDWARD G. SOMMER JOHN C. BUMGARNER T. AMES WHEELER F. M. ARMBRECHT WILLIAM R. THOMAS 
Standard Oil Co., Inc. Sunray Mid-Continent Allegheny Ludlum Southern States Cutter Laboratories 
in Kentucky Oil Company Steel Corporation Cooperative, Inc. 
Louisville Oklahoma Pittsburgh Richmond San Francisco 





my 


WINSTON D. BROWN EARL J. WIPFLER JOHN R. KAHLER J. A. ROSS 


FRANCIS D. SCOTT 
Howard S. Wright Monsanto Chemical Sandusky Foundry Shell Oil Company Red Ow! Stores, Inc. 
Construction Co. Company & Machine Co. of Canada, Ltd. 
Seattle St. Louis Toledo Toronto Twin Cities 


* SECTION | comprising 17 Controls appeared in the July issue of THE CONTROLLER on page 334 
SECTION Ill comprising the remaining 18 Controls will be published in the September issue 
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Hart: “Recession Is Challenge” 


G. Arnold Hart, general manager, 
of Montreal, told a joint dinner 
meeting of the Hamilton Control of Con- 
trollers Institute and the Association of 
Chartered Accountants that the economy 
is on a plateau of business activity which 
was reached at the end of 1956 after 
dimbing for nearly three years up an ex- 
ceptionally steep slope. Mr. Hart said 
that he used the word “‘plateau’’ instead 
of the word “recession” which he pointed 
out is being frankly used these days. 

The plateau, he noted, is a very uneven 
ground and the various expenditure and 
income strains have been changing, in 
their rate of flow, at different speeds and 
directions. Consumer expenditures, which 
account for the major part of all national 
expenditures, have continued on a gradual 
rising trend during the past 15 months 
while government purchases and payrolls 
have tended to be higher. Exports for 
Canada have held up well, but total Ca- 
nadian imports have declined significantly 
since the beginning of 1957 with the re- 
sult that Canada’s deficit in trade and 
other current transactions with the rest of 
the world has been narrowing. 

Expenditures for new residential con- 
struction have followed yet another pat- 
tern in that they declined steadily from 
the second quarter of 1956 to second 
quarter of 1957 but since then, with the 
injection of new money by the banks and 
by the Canadian Government, they have 
been recovering quite markedly. The 
speaker said that he took exception to a 
statement made by the governor of the 
Central Bank in his recent report to the 
effect that Canada did not experience 
tight money in one sense of the phrase. 
“While it is substantially true that there 
is no contraction of bank deposits during 
1956 and 1957 (other than those which 
are a regular seasonal occurrence) there 
was, on the other hand, virtually no in- 
crease of any significance permitted (apart 
again from changing seasonal require- 
ments) in a period of close to two years. 
He pointed out that monetary restraint 
has in recent months given place to mone- 
tary ease and that “it may take some time 
for easy money to be reflected in expand- 
ing demands for credit, just as it took 
time for tight money to be felt.” 

In his conclusion Mr. Hart commented: 
“T cannot help but feel, therefore, that 
we may be moving for a while yet on 
something like the plateau we have been 
on and coping with the same kinds of 
problems that have been besetting us. Of 
one thing we can, I think be sure. Condi- 
tions will be more, not less, competitive— 
competitive in interesting and selling the 
buyer, competitive in keeping down the 
Ptices and keeping up profit margins and, 
more basically, competitive in holding 
down unit costs in the face of unmitigat- 
ing pressures for higher wage rates.” 
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Sponsored by the Philadelphia Control of Controllers Institute 
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MONDAY 


BUSINESS MEETING FOR MEMBERS 
TECHNICAL SESSION 

Opinion Research Corporation 
LUNCHEON 


Speaker: Clifford F. Hood, president, United States Steel 
Corporation 

TOPICAL CONFERENCES 

Subject: Economic Depreciation 

Speaker: Carman Blough, director of Research, AICPA 

Subject: Direct Costing (Panel discussion) 

Moderator: Wayne Keller, comptroller, Armstrong Cork 
Company 

Subject: Legal Aspects of Records Retention—Controller- 
ship Foundation 


TUESDAY 
TECHNICAL SESSION 
Management and Control—du Pont’s Concepts and Methods 


LUNCHEON 

Subject: Personnel Development in a Large Corporation 

Speaker: Dr. D. H. Dawson, vice president, E. I. du Pont 
de Nemours & Company 

INDUSTRY ROUND TABLES 


BANQUET/DANCE 


WEDNESDAY 

PANEL DISCUSSION 

Subject: Corporate Finance and the Money Market 

Speakers: Walter Hoadley, treasurer, Armstrong Cork Com- 
pany, an investment banker and a commercial 
banker 

LUNCHEON 

Speaker: Ronald Reagan 

ALSO SPECIAL EVENTS FOR THE LADIES 
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and Foremen Surveyed 


pr. of first-line foremen, general fore- 
men, and office supervisors rose an aver- 
age of 5.2 per cent last year, the American 
Management Association reports in its 
third annual survey of supervisory man- 
agement compensation. Annual salaries 
for all types of office supervisors and first- 
line foremen range from $4,000 to 
$9,100, and pay for general foremen falls 
between $6,400 and $13,300, the study 
indicates. 

The survey covers the compensation 
currently paid to more than 8,600 super- 
visors in 129 different companies in all 
parts of the United States. Nearly 6,600 
of the supervisors included are first-line 
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WANT HELP? Swamped by all the mate- 
rial on electronics? Can’t find informa- 
tion on specific applications of electron- 
ics? Want to know experiences of 
companies converting to electronics? 


If your answer to any of these questions 
is affirmative, the list of reports on 
ELECTRONICS IN BUSINESS may 
help you. Send your request to 

CONTROLLERSHIP FOUNDATION 
Two Park Ave., New York 16, N. Y. 
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Salaries of Office Supervisors 


foremen; 1,350 are in charge of some 
office activity; and approximately 700 are 
general foremen at the second line of 
management. Fifty different kinds of su- 
pervisory activity were included in the 
study, ranging from accounting, clerical, 
billing, and tabulating functions in the 
office to various types of production, main- 
tenance, and trades work in industrial 
plants. 

The companies participating in the sur- 
vey represent 46 different categories of 
industry and commerce, the great majority 
in the general field of durable and non- 
durable goods manufacturing. Annual 
sales of these companies range from less 
than $5 million to more than $500 mil- 
lion, and the number of personnel they 
employ varies from less than 500 to more 
than 10,000. 

In general, the survey shows, the rate 
paid to the individual supervisor varies 
directly with the level of responsibility 
involved, the complexity of the work su- 
pervised, and the number of employes 
supervised. While different activities vary 
widely in this respect, the average number 
of employes supervised ranges from 10 
or 15 at the lowest levels of supervision 
up to 200 or more at the general foreman 
level. 





PUBLIC LEDGER BUILDING 


are through. 


limited duration. 





WALTER D. FULLER COMPANY 


PHILADELPHIA 6, PA. 


FACTS ABOUT FULLER SERVICE 


The accumulated know-how and talents of lifetime careers 
are applied to our clients’ special projects at a modest cost. 
“Human Capital” is added to our clients’ assets without add- 
ing permanent obligations—no problems of fringe benefits, 
pension, withholding, etc. because our specialists are inde- 
pendent contractors—when they complete an assignment, they 


Our specialists are experienced as corporate officers; sales, 
advertising and public relations experts; business proprietors; 
systems, methods, accounting, banking, insurance, investment 
and financial professionals; industrial, employee and labor re- 
lations experts; mechanical, electrical, chemical, architectural, 
mining, civil, municipal and electronic engineers; research, de- 
velopment and inventive scientists; manufacturing, processing, 
materials handling, packaging, distribution, merchandising 
and production experts—900 mature specialists in 130 vari- 
eties of business experience—located all over the United States 
—available to clients part-time and for special projects of 


We welcome your inquiries. 


° INDEPENDENCE SQUARE 
MARKET 7-3734 


WALTER D. FULLER 
President 











The survey also covers rates of pay in 
specific industries such as the petroleum 
and chemical industry, utilities, and banks 
and insurance companies and in varioys 
geographic areas. These factors are les 
significant in determining compensation 
levels, the survey suggests, than are fac. 
tors related to the nature of the job. 

One of the principal problems that 
companies face in compensating this level 
of management, the report notes, is the 
maintenance of adequate differentials be. 
tween the rates of supervisors and those 
of the people they supervise. Under the 
upward trend of wage levels that has pre. 
vailed for some years, more than half of 
the companies surveyed have granted gen- 
eral increases to supervisors in order to 
maintain these differentials. 

Also discussed in the report are such 
compensation practices as position evalua- 
tion, shift differentials for foremen, merit 
increases, overtime pay procedures, and 
bonus and incentive plans. Some of the 
bonus and incentive plans especially de. 
signed for supervisory management con- 
tain an incentive factor that rewards the 
supervisor for the contribution he makes 
in controlling expenses of the department 
or section for which he is responsible. 
Other plans give credit for such varying 
elements as unusually heavy work load 
and the company’s sales growth. 


Consumer Finances 

By the end of 1957, the total financial 
assets held by individuals amounted to 
$484 billion, the highest of any year in 
the past decade. America’s debt level, 
however, was higher, too, as liabilities in 
the form of mortgage, consumer and se- 
curity loans rose from $66 billion in 1951 
to $142 billion at the end of 1957. An 
increase of better than $5 billion in cash 
holdings and bank deposits during the 
final six months of 1957 contributed 
heavily to the rise in individual savings. 
Holdings of U. S. Savings Bonds de- 
creased, but ownership of securities in- 
creased by more than $6 billion, with 
corporate security investments accounting 
for the bulk of the rise. Savings in the 
form of private insurance and pension re- 
serves gained by almost $8 billion during 
the year. 


will set up a re- 
tention schedule 
program for 
you ... assuring 
that old records 
will be available 
when needed 
and yet 
disposed of 
promptly as 
soon as useful- 
ness is ended. 





RECORD CONTROLS, INC. 


CHICAGO ¢ 2095S. La Salle Street 
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FAL FACTS AND FIGURES were con- 

tributed to the current dispute on the 
merits of electronic data processing by 
John Diebold, president of the consulting 
firm of John Diebold & Associates, Inc., 
in a speech delivered to Controllers In- 
stitute of America in New York. Mr. 
Diebold revealed partial results of a sur- 
vey of 3500 companies conducted by his 
firm. Some of these results lend substance 
to current critical re-evaluations of man- 
agement’s approach to electronic data 
processing. Companies that rely solely on 
derical cost reductions as justification for 
computer installation are likely to be dis- 
appointed. Of the 300 respondents to the 
survey that have installed computers, 
47% of large computer users stated that 
the introduction of the computer had 
added to or produced very little savings 
in clerical costs. Similar experiences were 
reported by 58% of the medium-scaled 
computer users and 65% of the small- 
scaled computer owners. 

Along the same line, 72% of the re- 
ports indicated a monthly saving of less 
than $5,000 per month to be used to 
amortize the conversion and installation 
costs and provide a profit. On the other 
hand, Mr. Diebold emphasized 35% of 
the large computer owners reported sav- 
ings in clerical costs of over $50,000 per 
month. The reasonable conclusion is that 
where the program had been well man- 
aged, it can produce real savings, but that 
in many cases it has not been well man- 
aged. 

The survey indicated some satisfaction 
with a computer’s contribution to other 
areas. The survey asked whether results 
had lived up to expectations in the “‘in- 
tangible” areas. Almost 100% of the re- 
spondents said that their systems and 
procedures had been improved as ex- 
pected. In other fields, 94% said their ac- 
curacy expectations had been met; 91% 
were satisfied with their new analyses of 
data. Expectations of faster management 
feports were met in 81% of the cases, 
while expectations for reduction of peak 
loads were met in only 58% of the cases. 
These figures would indicate that one 
should look for benefits from computers 
other than clerical cost savings alone, Mr. 
Diebold said. 

On the other hand, even these results 
do not paint so rosy a picture as first im- 
Ptession indicates. In the first place, there 
is the possibility that results do not come 
up to expectations so much as expecta- 
tions come down to results. Face to face 
conversations with many users do not 
give such an impression of satisfaction, 
Mr. Diebold indicated. But figures them- 
selves present another side, because even 
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survey Presents Revealing Data 
on Electronics in Business 


here the dissatisfied minority must be 
considered. For instance, in 42% of the 
cases, the computer installation did not 
meet expectations in solving the peak 
load problem, while in 19% of the cases 
the expected faster management reports 
did not materialize. In about 35% of the 
cases, users were disappointed in the per- 


formance of their program in supplying | 


new and better facts for management de- 
cision. 

On a more general basis, 42% of the 
respondents with computers indicated 


that their experience with the over-all | 


automatic data-processing program had 
fallen below the norm which they had 
established. 





Mr. Diebold went on to examine the | 


reasons for these diverse results, so many | 


of which are bad. In nearly all cases, re- 
spondents stated that the computer itself 
was not to blame, that the machine from 
a technical point of view was not respon- 
sible for their disillusionment. 

Thus, the varied results seem to indi- 
cate only one thing—management. Mr. 


Diebold’s analysis indicated that there | 


had been a widespread underestimation 


by management in the field of automatic | 
data processing—an underestimation of | 


the costs, the difficulties and the magni- 
tude of the task of planning and control, 
and an underestimation of the real poten- 
tial of automatic data processing. Mr. 
Diebold’s solution was for management 
to recognize the real nature of the task 
and to organize to meet it. Deciding 
against a computer installation is often 
the right decision, but just as one should 
not say “yes” through glamour and emu- 
lation, one should not say ‘“‘no” through 
fear or complacency, Mr. Diebold con- 
tinued. 

Mr. Diebold then went on to relate 
some of the stories behind the figures. He 
cited case histories that had been prepared 
for a course in data processing now being 
given by the Management Science Train- 
ing Division of John Diebold & Asso- 
ciates, Inc. He gave examples of the most 
common mistakes that had been made in 
the past: failure to define objectives, im- 
proper organization of the data-process- 
ing program, improper approach to de- 
signing the system, inaccurate estimates 
of the real costs involved in conversion 
and installation, ill-defined standards of 
performance, poor personnel practices, 
and poor selection of applications. Mr. 
Diebold traced all these pitfalls to lack 
of planning and control on the part of 
management. He reiterated his conclu- 
sions that automatic data processing is a 
management problem. 











Announcing 
a digest of 


PRODUCTIVITY 
ACCOUNTING 
by 
Hiram S. Davis 


As a service to executives, desirous 
of keeping in touch with important 
business publications yet pressed for 
time, Controllership Foundation 
publishes a series of digests of im- 
pertant business books. 


PRODUCTIVITY ACCOUNTING, 
published by the University of Penn- 
sylvania Press, presents a method for 
measuring the productivity of a busi- 
ness that is as useful in periods of 
rapidly changing prices as it is when 
prices are stable. An illustrative ap- 
plication of the method is given and 
the theoretical and practical difh- 
culties are considered. Five uses of 
the technique are then discussed: 


1. Over-all measure of the effi- 
ciency of a firm 


2. Analytical audit of past per- 


formance 

3. Budget control of current 
performance 

4. Common-price financial state- 
ments 


5. Measurement of initial distri- 
bution of the benefits flowing 
from-gain (loss) in the firm’s 
productivity. 


Copies of the 50-page digest 
available at $1.00 each from 


CONTROLLERSHIP 
FOUNDATION, INC. 


Research Arm of Controllers Institute 


Two Park Avenue 
New York 16, N. Y. 


Orders from nonmembers outside 
Continental U.S. and Canada 


must be accompanied by remittance 
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MANAGEMENT 
INTERVIEW 


HOW IBM HELPS BUICK @ 
BUILD BETTER CARS 





OLDEN 


ILESTONE 


J. C. Fisher, Robert M. Wagner, James R. 
Bolton—the men who led the electronics 
program at Buick. 





An exciting new tool in the auto industry's continuing efforts to 
build even better cars is the IBM 705 electronic data processing 
system. From complex production scheduling to the design of new 
transmissions, the IBM 705 is helping to bring a startling revolu- 


tion to the auto industry. 


As exciting as any story is that told by the Buick Division 
of General Motors. Here, reporting on Buick’s progress is 
the management team that spearheaded the IBM 705 pro- 
gram. Led by General Manager and GM Vice President 
Edward T. Ragsdale, they are: Robert M. Wagner, General 
Production Manager, James R. Bolton, Comptroller, J. C. 
Fisher, Superintendent of Data Processing. 


Q. What is the IBM 705 doing for you? 


The biggest thing right now is helping us keep our 
A. production of parts and sub-assemblies keyed to a 
constantly changing public demand ...so we can ship a 
Buick exactly the way the customer wants it, in the shortest 
possible time. 


Q. What’s involved in this? 

A It means controlling the flow of production from 
e 2000 different suppliers who furnish us with some 

3500 different parts and assemblies, ranging from bolts to 

complete bodies. 


386 


How is the IBM 705 improving your handling of this 
flow of materials? 


Q. 
When a sales trend was spotted that made a change 
A. in our schedules necessary, it used to take two week¢ 
to make the change—that is, to do all the paperwork and 
computing. And that’s with plenty of overtime. Today the 
IBM 705 does all this work, including printing new con- 
tracts for mailing, in seven hours. 


Q. Do you gain other benefits from your IBM operation? 

Oh, we’re using the machines in many areas of our 
A. business. We get our parts sales analysis reports ten 
days sooner; we get operating reports on a daily basis that 
were never possible before. And, as I’ve mentioned, our 


engineers are even building better Buicks with this IBM 705 
computer. 


Q. 
A. 


What's the advantage of using a computer in the 
design stages? 


It helps us cut down on the expensive procedure of 
actually building premature prototypes to test a new 
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design. The IBM 705 can figure performance or design char- 
acteristics mathematically ...to save both time and money. 


Q. Well, how does the IBM 705 do this? 


Our “car performance prediction” procedure is one 
A. of the most interesting examples. There, the IBM 705 
puts mathematics to work to ascertain what a new engine or 
transmission will deliver in a new automobile under all 
expected operating conditions. A testing procedure like this 
normally takes hundreds of thousands of dollars and months 
of engineering work. The IBM 705 takes about one-half hour 
to come up with a complete performance report. 


Aren't these problems a man could solve if the time 
Q. were available? 


Of course, but what the system does in minutes 
A. would take a man months or years. Recently, the 









“The progress of the 
automobile industry is 
being advanced significantly 
by electronic computers.” 


~Edward T. Ragsdale, 

Vice President, 

General Motors Corporation 
General Manager, 
Buick Division 





IBM 705 handled in a minute-and-a-half a job that once 
took a week-and-a-half. The mathematics involved in pro- 
ducing the car performance reports we spoke of would take 
an engineer decades to calculate, if he chose to do it without 
the aid of electronics. 


Then, actually you're doing things that were once 
Q. entirely impossible. 


Realistically speaking, yes. An engineer used to start 
A. with the first design that met his requirements. 
Today, we're running off the many possibilities of a design 
so that he can pick the most effective in advance. We've 
gone far... but we've only begun to realize the possibilities 
of electronic data processing. 
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INTERNATIONAL BUSINESS MACHINES CORPORATION 
590 MADISON AVENUE, NEW YORK 22, NEW YORK 





The Advertising Budget 


(Continued from page 369) 


6. Example of model assuming decline in business cycle, as- 
suming: 


a. Our objective is to maximize profits rather than sales, 

b. Our product volume has fluctuated in the past with the gen- 
eral business cycle, 

c. In business cycle downswings, advertising costs do not pro- 
duce enough additional sales to justify the additional advertising 
costs. That is, the company which increases advertising does not 
increase its profits over one which does not increase its adver- 
tising costs, even though it may increase sales volume. 

d. Our customers are a stable lot in terms of the time period 
over which they remain in the market—i.e., risks in cutting back 
advertising are justified. 

e. Our products are not unduly sensitive to advertising pro- 
motion. 


We set forth the general advertising level possibilities open 
to us and to our competition. In this case, we simplify the prob- 
lem by considering competition as one player against us, because 
we assume the competition is not in a coalition against us. A 
coalition of competitors directed against us would require dif- 
ferent calculations. Our rank of the alternatives is shown in 
Table II (remember, this ranking is for downswings in the busi- 
ness cycle, only). 

For calculation of our optimum course, or combination of 
courses, we set forth the preceding in a matrix, as shown in Table 
II-a. Because the lowest of the column maxima and the highest 
of the row minima are the same (f) we should never vary our 
strategy; we should always follow strategy #1, cut expense in a 
declining business cycle. The worst result we can obtain will be 
fair, and could be excellent if the competition cuts along with us. 
A coalition in which a// industry members took part to reduce 
advertising would seem to be an excellent economic, although 
probably illegal, maneuver. 

The foregoing example is a simple one because, while we 
ranked the alternatives in line with our best judgment, the result 
came out “‘f’’ in both the lowest of the column maxima and the 
highest of the row minima. 

If we had ranked any of the nine possible alternatives differ- 
ently, a matrix may have resulted in which the highest of the row 
minima was different from the lowest of the column maxima. In 
such case, a combination of our three basic courses of action 
should be taken according to proportions that can be developed 
by relatively simple solutions of matrixes using game theory in 
which arbitrary values are assigned to the various letters, for ex- 
ample: 


Excellent = +10 
Good =—+5 
Fair == 0 
Poor =-—5 
Very Poor = —10 


Substituting these arbitrary values for the letters would enable a 
person familiar with the solution of game theory matrixes to tell 
you the proportion in which each of the three strategies should 
be used.* 

The reason we would have to vary strategies in some optimum 
proportion is because, where there is no “‘balancing’’ of “max- 
min” and “minmax’’ indicating one best strategy that should al- 
ways be followed, the competition will probably become aware 


* A primer on this method, requiring only a knowledge of arithme- 
tic is “The Compleat Strategyst’”” by J. D. Williams, a Rand Corpo- 
ration Research Study published in 1954 by McGraw-Hill Book 
Company, New York. 
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of our unvarying reactions under given circumstances and take 
the course of action that will help them most at our expense, 

7. An example of model assuming upswing in business cycle 
and its matrix of alternatives are shown in Tables III and III-g, 
Once again, under our ranking of alternatives, we have a situa. 
tion where we have “‘f” as the maximum of the row minima 
and ‘‘f’” as the minimum of the column maxima. Here too, we 
should follow only one course, alternate #3, as a result of which 
we will always come out with at least a fair result, and can pos- 
sibly achieve an excellent one. 

Other individuals might very well rank some of the nine al- 
ternatives differently, with the result that the maxmin and the 
minmax may not be the same. In such a case, as we mentioned 
before, arbitrary values can be assigned to the letters and opti- 
mum combinations of the three basic courses open to ourselves 
can be determined. 

In the preceding examples, the ordering of benefits was based 
upon one company’s assumptions; each company must set its own 
order of benefits according to its own good judgment. The im- 
portant thing is that an ordering of benefits be arrived at. 

Let’s look back at the retailer who decided that, in good times, 
he could increase his sales of the $100 unit by 200 units (Table 
I). We had calculated an advertising budget of $2,400 so as to 
enable him to buy the unit at $60.00, pay 10% commission on 
sales, and yield an 18% contribution to income. This retailer, 
would, in our opinion, be foolish to go blindly ahead with the 
$2,400 program if general business were falling or if he knew 
that a competitor would advertise the same product at the same 
time. Frequently, such advertising is promoted or partly subsi- 
dized by the product manufacturer and there is great risk that 
competitors will avail themselves of the same promotion aid. 

Assuming general business going along fine, the retailer who 
believed his competition would also promote the item to the ex- 
tent of diluting the increased sales expected by 50% would have 
to cut the advertising costs 50% if he wanted to retain his re- 
quired 18% rate of marginal contribution to income (Table I-a). 

The retailer faces a more difficult problem in downswings in 
the business cycle. If past experience has shown that demand is 
harder to increase under such conditions, he has to decide 
whether to spend more money than he would in good times to 
go after the full 200 plus units or cut back his advertising ex- 
penditures, using maximum quality media to hold his advertising 
to a level that will maintain his 18% gross profit objective. If 
the retailer decided that 100 units was a realistic level of plus 
volume, then he could, again, spend only $1200 on advertising 
to maintain his 18% marginal contribution to income objective. 
The problem is further complicated because, while he will aim at 
the 18% rate of marginal contribution to income, he may actu- 
ally need a rate greater than 18% in business downswings be- 
cause his marginal contribution to income in absolute dollars (at 
the 18% rate) will probably be declining faster than his ability 
to lower his so-called “‘fixed’’ expenses. If the retailer decided 
he would need a 20% rate, then the advertising expenditure in 
the preceding example would have to be reduced to $1,000 to 
yield $2,000 marginal contribution to income on $10,000 of 
sales (Table I-b). 

We set forth the preceding examples of the retailer's problem 
to show in simple terms that advertising programs must take into 
consideration the two elements that seem to be frequently over- 
looked—the effect of competitors’ advertising and the fact that 
the degree of advertising effectiveness fluctuates in some relation- 
ship to the general business cycle. 

In our opinion, while sales promotional efforts must be in- 
creased during downswings in the business cycle, as advocated 
by most of the management counsellors, care must be used to 
differentiate advertising from sales promotion. 

And, above all, in periods of declining sales do not confuse in- 
creased sales with increased profit; those last few dollars of in- 
creased sales have to be paid for and may very well not be worth 
their cost. 
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1, We cut, competition cuts 


2, We cut, competition holds even 


3, We cut, competition increases 


4, We maintain, competition cuts 


5, We maintain, competition maintains 


6, We maintain, competition increases 


7. We increase, competition cuts 


§. We increase, competition maintains 


9, We increase, competition increases 





TABLE II 
DOWNSWINGS 


Excellent—Because we know we will cut expenses and have 
reasonable assurance that our market share will remain the 
same. 

Good—We take steps to cut our outlays, and the competition 
‘should not pick up too many sales that would otherwise have 
gone to us. 


Fair—While we have cut expenses, there is a chance that the 





competition might put together our decrease and his increase 
to net enough volume to hurt us slightly. 


Fair—We have at least a chance to maintain our profit level. 


Poor—We both maintain our advertising costs while sales will 





decline. Profit level will probably decline. 

Fair 

Fair—We will get a real chance of picking up volume and 
may pick up a profit. 


Poor 





Very Poor—We both increase our advertising costs with little 


or no chance to increase volume. Can anyone win? 


TABLE Il-a 
OUR COMPETITION 
2 
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TABLE Ill 
UPSWING 
1. We cut, competition cuts Good—Basically, the product was assumed to be relatively 
inert to advertising. Other products would rate a different 
grade. Profits should increase. 
2. We cut, competition holds even Fair—The competition will get the jump on us but we will 
probably at least maintain our past profitability. 
3. We cut, competition increases Very Poor—We stand to lose a golden opportunity and add 
value to our competitors’ advertising program. 
4. We maintain, competition cuts Fair—We have probably lost a chance to pick up profitable 
volume, but we should not lose ground, profitwise. 
5. We maintain, competition maintains Fair—We should hold our present position, both industrywise 
and profitwise. 

6. We maintain, competition increases Poor—We may lose an opportunity due to inertia on our part. 
7. We increase, competition cuts Excellent—We will probably increase profits and volume faster 
than the competition. 

8. We increase, competition maintains Good—We will gain ground but at a lesser rate than 7 above. 
9. We increase, competition increases Fair—We will hold our own only, but the increased volume 

should at least break us even profitwise. 
TABLE Ill-a 
OUR COMPETITION 

1 2 3 Row 

(cut exp.) (maint. exp.) (inc. exp.) Min 

1 (cut exp.) 9g f vp vp 

OUR 2 (main. exp.) f f p p 
COMPANY 3 (inc. exp.) e g Lt A See igs 

Column max e g ¢* 
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News! A COMBINED REPRINT OF 
ARTICLES FROM THE CONTROLLER 


on RETIREMENT 


April 1958 
ARE CONTROLLERS PLANNING 
FOR THEIR OWN RETIREMENT? 
James V. Class 


May 1958 


KEEPING BUSY THOUGH RETIRED 
Royal B. Alcott 


Two Book Reviews 
April 1953 
Some Observations on Executive Retirement. 
By Harold R. Hall. Reviewed by K. Y. Siddall 


May 1958 
Retirement: A New Outlook for the 
Individual. By Gifford R. Hart. Reviewed by 
Louis M. Nichols 


$7.00 
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American Appraisals 
speed up 
loss adjustment 


The adjuster knows that figures in an 
American Appraisal report are fair to 
all concerned, because they are always 
based on detailed evidence and ex- 
perienced judgment. 
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Company ® 
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MILWAUKEE 1, WIS. 
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You showld have this 


BUSINESS ELECTRONICS 
~ REFERENCE GUIDE—VOL. 4 


9 ELECTRONIC COMPUTER INSTALLATIONS AND APPLICATIONS 


Complete information on 383 computer users, giving the 
equipment they have, the actual applications. Also, index 
of applications and summary of machines in use. 


yf ELECTRONIC DATA-PROCESSING SYSTEMS 


Reports of 34 U. S. and foreign computers available for 
business applications. Also operating characteristics, 
rental or selling price, etc. 


yf COMMERCIAL COMPUTING CENTERS 
Reports on 71 U. S. and foreign computing centers. Gives 
make, model and number of computers installed. 


9 ANNOTATED REFERENCE TO PUBLISHED MATERIAL 
Detailed descriptions of 416 periodical articles, 246 pam- 
phlets, etc., and 28 books—all published between July 15, 
1956 and January 31, 1958. 


& ADDITIONAL MATERIAL PERTAINING TO 
ELECTRONIC MACHINERY 


including annotated reference to published material, de- 
scription of courses/training programs and seminars, details 
on film/slides and their availability, index of publications 
and publishers, listing of subscription services in business 
electronics. 


Here is a thorough and up-to-date guide which will provide 
the information you want in your investigation of business 
application to electronic machines. This guide will be an 
invaluable aid to you in any discussion or study of business 
electronics. For the latest and most complete information 


Onder Now! 
575.00 


($10.00 to members of Controllers Institute of America) 





CONTROLLERSHIP FOUNDATION, INC. 
Research Arm of Controllers Institute 


TWO PARK AVENUE « NEW YORK 16, N. Y. 


Orders from nonmembers outside Continental U.S. and Canada 
must be accompanied by remittance 





Circulation Accounting Manual 
Issued by INCFO 


A circulation accounting system com. 
bining all essential elements involved jp 
distribution of a daily newspaper is se 
forth in the new ‘Circulation Accounting 
Methods and Procedures Manual” just is- 
sued by the Institute of Newspaper Con. 
trollers and Finance Officers. The new 
INCFO manual, which is the first of q 
series devoted to accounting for newspa- 
per revenue in all its forms, has three sec. 
tions devoted to distribution of a newspa- 
per—through carriers, through dealers/ 
distributors, and via truck routes and mail. 

It includes all forms necessary to start 
or stop delivery, and to control prepay. 
ments, refunds and collections. All forms 
in the manual are presented in sufficient 
detail so that readers may copy or adopt 
them when preparing forms of their own, 
The manual also contains an organization 
chart which shows how job functions 
within the controller-treasurer’s depart- 
ment and the circulation department can 
be aligned for efficient coordination. 


Tax Conference in Chicago 


The Eleventh Annual Federal Tax Con- 
ference, co-sponsored by the University of 
Chicago Law School and the University 
College of the University of Chicago, will 
be held on October 29, 30, and 31, 1958. 
The Conference will concentrate on vari- 
ous problems in taxation which will be 
covered in special examination by promi- 
nent lawyers and accountants; panel dis- 
cussions in which audience participation is 
invited; and an extensive round-table dis- 
cussion. Ample time will be allowed at 
each meeting to discuss questions contrib- 
uted by participants. 

For details on registration for this Con- 
ference, address University College, The 
University of Chicago, 19 South La Salle 
Street, Chicago 3, Ill. 


Women Accountants to 


Celebrate Two Anniversaries 
The Eighteenth Joint Annual Meeting 
of the American Woman’s Society of Cer- 
tified Public Accountants and the Ameri- 
can Society of Women Accountants will 
be held at the Hotel Statler, Detroit, 


| Michigan, October 8-11, 1958. These 


professional organizations are celebrating 
their 25th and 20th anniversaries respec- 
tively. For further details address Elsie 
Van Wie, 2848 Fairway Drive, Birming- 
ham, Alabama. 














APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 


BOSTON 6 CHURCH STREET ATLANTA 
PHILADELPHIA YORK, N. Y CHICAGO 
PITTSBURGH ar eee ° st. Lous 
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WAN CLAGUE, Commissioner of Labor 

Statistics, in addressing the Milwaukee 
Control of Controllers Institute at its 
April meeting, predicted that prices of 
new Cars, refrigerators, television sets 
and appliances will slide down to au- 
tumn lows before the 1959 models go 
on sale. 

Mr. Clague said that the Bureau of 
Labor Statistics was often asked to answer 
why the price index continued to rise in 
the midst of a business downturn with 
mounting unemployment and he pointed 
out that food prices respond to seasonal 
trends while the costs of services lag be- 
hind business conditions. 

The Consumer Price Index, Mr. Clague 
assured the members of the Milwaukee 
Control, is accurate. The Index includes 
about 300 different commodities as based 
on reports from 46 cities of varying sizes. 
Answering some of the criticisms made of 
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Clague Discusses Consumer Price Index 


the Index, the Commissioner stressed that 
the BLS makes every effort to obtain the 
final realized price of an item rather than 
accepting list prices for durable consumer 
goods. The Bureau, he noted, makes al- 
lowances for trade-ins and gets prices 
from specialty stores which are likely to 
give heavy discounts. He answered criti- 
cisms in not using week-end prices for 
foods by saying the primary purpose is to 
measure changes in prices rather than to 
determine the level of prices and the re- 
sult is the same if the changes are meas- 
ured from the first of the week or the end 
of the week. 

The limitations in the Index, he went 
on, are recognized by BLS and it was 
partly because of the limitations that the 
Index was changed from the “‘cost of liv- 
ing’ to “consumer price index.’’ The cost 
of living, he asserted, can increase in 


many ways: through the addition of 
children to the family, moving from one 
town to another, or shifting from a low- 
priced car to a high-priced one. Any de- 
cline in the quality of an item is taken 
into account in preparing the Index and 
any improvement in quality is “factored” 
out as far as possible from the price in- 
crease. He warned that it is not always 
easy to maintain the constant quality be- 
cause, in the case of automobiles for in- 
stance, accessory equipment becomes stand- 
ard as the years go by and while this can 
be measured, the items of easier riding 
and styling cannot be measured. 

Mr. Clague concluded by saying that 
the effect of the unmeasured improve- 
ments is extremely small in the short-run. 
From month to month, and for a few 
years, they would have very little effect. 
Over a ten-year period, or longer, they 
could be quite significant. About every 
10 or 15 years, the Index should be bas- 
ically revised in order to enhance general 
accuracy. 























R & S data processing of your sales will give you all-inclusive reports almost as 
soon as the sales take place— 








BY TERRITORY—national, state-wide, city . . . by customer, class of outlet, 
product (including size or color range)—and by salesman. 


- You get week to week, or month to month break-downs and comparisons in dollars 
or percentages, plus quarterly and year to year analyses. You quickly spot trends, pin- 
point weaknesses and measure advertising effectiveness of local and national campaigns. 


R & S can handle every sort of data processing—in any volume—CALL AN R & S 
REGIONAL CENTER TODAY for consultation and estimates—no obligation. 














New York City TOP RIGHT) 


Conference programming and _ allied 
subjects were discussed by this group of 
members of Controllers Institute of Amer- 
ica which included (/eft to right) Donald 
P. Jones (comptroller, Sun Oil Company, 
Philadelphia, Pa.), general chairman, 
1958 Annual National Conference; Ed- 
ward H. Eaton (treasurer, Pittsburgh 
Plate Glass Company, Pittsburgh, Pa.), 
program chairman, 1959 Annual National 
Conference; William J. Matthews, Jr. 
(vice president and treasurer, American 
Zinc, Lead & Smelting Co., St. Louis, 
Mo.), representing the 1962 Annual Na- 
tional Conference; W. T. McGillivray 
(controller, California Packing Corpora- 
tion, San Francisco, Calif.), representing 
the 1960 Annual National Conference; 
and Herman W. Stein (controller, A. C. 
Nielsen Company, Chicago, III.), pro- 
gram chairman, 1964 Annual National 
Conference. 


Baltimore, Md. (ower teF1) 


Past presidents (standing) of the Bal- 
timore Control of Controllers Institute 
were honored at a dinner meeting in the 
Belvedere Hotel on May 27, at which the 
Fifteenth Anniversary was observed. 
Those seated include (/eft to right) Don- 
ald P. Jones, comptroller of Sun Oil 
Company, Philadelphia, Pa., and vice pres- 
ident of Region III of the Institute; Wil- 
liam B. Alexander, president-elect of the 
Control, and vice president of Fidelity- 
Baltimore National Bank & Trust Com- 
pany; Program Chairman James F. Flynn, 





[Lf] LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMER; 





controller, Commercial Credit Company, 
Baltimore; Emmett J. Leahy, who spoke 
on “Stemming the Floods of Paperwork” ; 
Paul Haase, managing director of Con- 
trollers Institute; and Edmund L. Grimes, 
past president of Controllers Institute and 
chairman of the Board of Commercial 
Credit Company. 


Paris, France (LOWER RIGHT) 


Brigadier General E. P. Hardenbergh, 
U. S. Army, comptroller at U. S. Euro- 
pean Command Headquarters near Paris, 
France, is shown (center) being congratu- 


lated by William Guillaume Le Bigot, 
comptroller general of the French Navy 
(Jeft), after being presented by the latter 
with the Cross of the French Legion of 
Honor for his efforts in behalf of stronger 
Franco-American relations. Lieutenant 
General William F. Lawton, comptroller 
of the Department of the U. S. Army, 
who was there on a visit from Washing- 
ton, D. C., is shown at the right. The 
presentation was made in the name of 
President Coty of France and the decree 
accompanying the award was signed by 
French Premier Charles de Gaulle. 
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Capital Expenditure Evaluation 
(Continued from page 365) 


A. Are we being creative in our search for profitable oppor- 
jynities ? : 

B. Is our long- and short-range budget program satisfactory? 

C. Is the control over authorized expenditures satisfactory? 

D. Is there a satisfactory program for a post-completion audit 
of the earnings performance and the investment estimates? 

E. Are the present forms and procedures adequate to handle 
the present and/or a revised capital expenditure program? 

E. Is there an adequate training program to acquaint the nec- 
essary personnel with the economics and mechanics of capital 


budgeting? 


Vil CONCLUSION 

In this article the writer has attempted to discuss the impor- 
tance of the chief problems inherent in good capital expenditure 
management: that is, the measurement of the investment worth 
of individual proposals. Based on the previous analysis, it is my 
opinion that productivity of capital should be measured by rate 
of return rather than payback. In addition, I feel that prediction 
is essential; project worth depends solely on future earnings— 
the added earnings that will result from the added investment. 
Thus, future earnings need to be forecasted over the whole 
economic life of the facility. Moreover, I believe that an under- 
standing of the basic premise involved in the mechanics of com- 
putation—bringing back to present value and equaling cash in- 
flow and outlay—is vital for successful application of the time 
adjusted rate of return. Finally, it is my firm belief that good 
capital expenditure evaluation should assist all levels of man- 
agement in the actual decision. 


not distorted by changes in net cash proceeds when those 
changes were part of the original investment decision. To fully 
appreciate the advantages of the procedure described (which 
we shall call the “rate-of-return method of depreciation’), one 
should look at the results of using the straight-line method or 
any of the decreasing charge procedures, and compare them to 
the above results. 


CONCLUDING REMARKS 

The assumption that depreciation cannot be computed or 
defined is not warranted. The problems of depreciation account- 
ing are complex and this paper has not attempted to answer all 
the difficulties. For example, the assumption was made that the 
life of the investment was a function of time not activity, also 
the investment was a revenue-producing investment, and finally 
the proceeds of the specific investment being depreciated could 
be ewes. Obviously there are limitations to the procedure 
outlined here. The limitations require explanations and special 
methods of depreciation, but this is not to say that a reasonable 
timetable for depreciation charges cannot be computed. 

The question of depreciation procedures for purposes of com- 
puting income taxes has not been covered by this paper; we are 
dealing here with a theoretical treatment of depreciation for pur- 
poses of measuring income and computing return on investment. 
In making tax regulations there are other considerations, for 
example, the effect of the law on investment decisions, equity 
considerations, and the ease of verifying the correctness of the 
computations. 

If the rate-of-return method of depreciation is not advocated 
for use in computing depreciation for tax purposes, where can 
it be used? 

Or is it just a theoretical model of no practical application? 
The concepts suggested in this paper could be very useful in 
appraising the results of operations, especially in a corporation 
which is divisionized. The distortion in the return on investment 








A Theory of Depreciation Consistent 





APPENDIX A 
A. Formula used to compute Table A 
— ss — 
a+)" 
i = Interest rate 
n = Number of years 
B. Formula used to compute Table B 
= 1 = 
1—(1+i)" 
i 
C. Summation of Tables A and B 
1. Table A should be used to find the present value of a sin- 
gle payment received ‘‘n” years in the future. 


2. Table B should be used to find the present value of a 
stream of uniform payments received for ‘‘n’’ years. 
APPENDIX B 

D. Formula used to compute operating savings after taxes* 
Oparatineg sivings before: taxes: osc ecccceneewcces ences $200 $200 
Less tax depreciation on new machines ........ $100 
Tax depreciation on present machines ........ 0 
Increase in taxable depreciation ..........+.eeeee0- $100 
Ce EE ME TT et Pom oe 25 

Total tax deductions for interest and depreciation ......... $125 
Net increase in taxable income 2.6.50 sccccccessccesescs $ 75 
Increase in income tax (50% of above) ...........cceeecucceeees 38 
Net operating savings after taxes .........cccccccccccccccccccees $162 


* Note: This is a general guide or format for the typical tax computa- 
tion—however, since each investment decision is an individual situa- 
tion, the tax computation can and should reflect the particular case under 
consideration. 


with Decision-Making (con. jrom page 371) 


computation introduced by the straight-line method of deprecia- 
tion is well known, but it is frequently ignored, or bypassed by 
using gross investment. Wherever performance is being measured 
and long-lived depreciable assets are being used, the rate-of-re- 
turn method of depreciation accounting has application. 

Another important application is in reappraisal of capital 
budgeting decisions. Capital budgeting decisions made using the 
rate-of-return or the present-value methods could be effectively 
appraised by comparing the actual cash proceeds to the predicted 
cash proceeds. However, this ignores the probability that man- 
agement will appraise the results of the capital budgeting process 
using the income statement, accompanied by return on invest- 
ment computations. It has already been shown how the method 
of depreciation accounting can distort both of these measures. 
The answer for complete appraisal of the effectiveness of the 
capital budgeting process lies in the use of rate-of-return 
method of depreciation accounting. This procedure alone takes 
into explicit consideration all the reasons why the investment 
was made in the first place. 

The illustration which was used in this paper assumed that 
the actual cash proceeds equaled the predicted cash proceeds. 
This equality was chosen in order to illustrate the working of the 
procedure. The equality is not essential to the depreciation pro- 
cedure. However, if the actual cash proceeds differ from the 
predicted proceeds, actual operating income will differ from the 
predicted income. This difference should be analyzed in detail 
and completely explained. This analysis will serve two func- 
tions. It will tend to improve the information prepared for the 
capital budgeting decision since it is known that the decisions 
will be reappraised throughout the life of the investment. 
Secondly, it will tend to help control costs since the two prime 
measures of performance (income and return on investment) 
will be made more meaningful. 
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Business Cycle Analysis 

A two-year research project to analyze 
business cycles is being undertaken by the 
National Bureau of Economic Research, 
with a grant from the National Science 
Foundation and the assistance of IBM. An 
IBM 704 will be used to make intensive 
analyses in economic areas that previously 
could not be satisfactorily studied because 
of the large computational costs involved. 


R&D Costs 

Expenditures for research development 
in the United States climbed by $3.6 bil- 
lion to a total of $9 billion between 1953 
and 1956, according to the National In- 
dustrial Conference Board. Research and 
development by private industry accounted 
for $6.5 billion but almost one half of this 
cost was financed by the Federal Govern- 
ment. The remaining $2.5 billion was 








oteA 


spent for research and development per- 
formed by the Government, and educa- 
tional and nonprofit institutions. 


This Electronic World 


The Navy’s electronic supply office is 
using a UNIVAC to issue daily reports on 
the availability of 180,000 electronic 
items. Manual and semiautomatic data- 
processing methods made such inventory 
reporting possible only on a three-month 
basis. 

e 


Republic Steel Corporation is now us- 
ing a $1 million electronic order process- 
ing system. A nation-wide network of 
teletypewriters linking the company’s 
eight basic steel plants, key fabricating 
plants, and district sales offices to the gen- 
eral offices in Cleveland are used in the 
new system. The teletype machines are 


FOUNDATION RESEARCH REPORTS 


provided with special keyboards to alloy 
duplication of the mill order forms, shj 
ping schedules, shipping notices, contro) 
records and invoices. With these m. 
chines, operated by electronically punched 
tape, a mill order form complete in every 
detail can reach a mill the same day it js 
received at a district sales office. In the 
past, as much as a week was required be. 
tween receipt of an order and scheduling 
at the mill. 

e 


Data produced by digital computers can 
be converted automatically into gtaphs, 
curves and mechanical drawings through a 
Dataplotter which is available through the 
Service Bureau Corporation, a subsidiary 
of IBM. The Dataplotter was manufac. 
tured by Electronic Associates, Long 
Branch, N. J. 


Salesmen’s Earnings 

Salesmen in many American manufac. 
turing companies are now earning about 
4.2% more than they did last year, accord- 
ing to a survey of 32,000 sales personnel 
completed by the AMA. During the past 
year, the average earnings of consumer 
goods salesmen increased 6.9% while in- 
dustrial products salesmen increased their 
take-home pay only 3.2%. 

More than 75% of the firms surveyed 





1. BUSINESS ELECTRONICS REFERENCE GUIDE. Volume 
4. (Released on July 10) 

reports operating characteristics; arithmetic, input, output facili- 

ties and speeds; physical characteristics and availability of 38 

electronic digital computer systems currently available for busi- 

ness applications of which 30 are American, seven English and 

one Japanese. 


contains reports on 74 commercial electronic digital computer 
centers of which 29 are in eastern United States; 12 in midwest- 
ern/central United States; 17 in western and southwestern 
United States; five each in Canada and England; two in Ger- 
many ; and one each in Belgium, France, Sweden, and Venezuela. 


describes peripheral equipment and normal-run operations per- 
formed on the following computers by 388 users: ALWAC III; 
BENDIX G15-A; BIZMAC; BRITISH TABULATING MA- 
CHINE COMPANY 1201; BURROUGHS E-101; DATA- 
TRON 205; ELECOM 100; IBM RAMAC 305; IBM 650, 702, 
704, 705; LEO I and II; MODAC 404 and 414; NATIONAL- 


2. BUSINESS BUDGETING. (Scheduled for distribution early 
in August) 

is based on data developed by “depth-type” personal interviews 
in 35 companies and completed mail questionnaires returned by 
389 companies. Among items covered in this comprehensive re- 
port are various facets of short-range profit planning or budget- 
ing practices. For example: 

383 companies establish short-range profit objectives for a 


period of one year or less. 


334 companies reported on the actual length of time of their 
short-range profit budget period. Of these, 88 per cent use 
one-year profit plans; 8 per cent use a six-month span; and 
4 per cent plan profit on a three-month basis. 


303 companies supplied the following information on the 
use of formal written or informal profit objectives: 


FORM OF PROFIT OBJECTIVE 

















Combined Company Size 

ELLIOTT 405; POWERS-SAMAS P.C.C.; UNIVAC 60, 120, 4 . 4 

i aps Sma Medium rge 
ae Seapets, ant. Total Replies 303 92 114 97 
Other major classes of data contained in this 604-page book Per Cent 

are Electronic Computer Installations and Applications ; Courses- EP tie i a i 93 
Training Programs ; Conferences-Seminars ; Visual Presentations ; icforial 9 7 8 7 
Periodicals; Pamphlets, Proceedings, Reports; Books; Topical —_— — eet oe 
Index to Published Material ; and Subscription-Updating Services. — - - 
ee EINER. 5. on os 5.5 aw kal lata & A ithe uae lane, be 8 Seen ae AUGUST 1958 
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ay their salesmen bonuses and/or com- 
missions and these incentive payments 
range from less than 10% to 100% of 
total compensation; 90% of the compa- 
nies surveyed have retirement plans for 
their salesmen; and nearly all of them 
rovide life insurance, hospitalization, and 
surgical benefits. 


Business Failures 

Although business failures currently are 
dimbing to new post-war peaks, the fail- 
ure rise has slackened significantly, accord- 
ing to a study by Dun & Bradstreet. The 
increase amounted to 8% in 1957 as com- 
pared to 16% between 1955 and 1956 
while in the first three months of 1958 it 
amounted to 10%. Related to the growing 
business population, the casualty rate re- 
mains considerably less severe than in 
1939 as the failure rate for 1957 was 52 
concerns for every 10,000 compared with 
70 for every 10,000 in 1939. 

Dollar liabilities involved in 1957's 
failures surged to $615 million, another 
new peak. Businesses over 10 years old 
continue to claim a growing proportion of 
total failures as they accounted for 19% 
of the total in 1957 compared with 9% in 
1947; failures among enterprises in their 
first five years of operation are still large, 
and 60% of the 1957 casualties fell in 
this group. 


The Cost of Government 

The salary of one average federal non- 
military employe requires the income taxes 
collected from 19 average American work- 
ers, according to the Tax Foundation. The 
2.3 million civilian workers in the Federal 
Government have been paid $11 billion a 
year and in addition 5.7 million employes 
of state and local governments receive 
about $19 billion. The active military pay- 
roll is $10 billion, bringing a total salary 
cost for government to $40 billion, ex- 
cluding retirement pay. 


Increased Machine Accounting 
Printing 

A unit, known as WROC 452, devel- 
oped by Management Assistance, Inc., 
New York, has been produced to increase 
the co-selector, pilot selector and digit se- 
lector capacity of the IBM 407 printing 
tabulator. The unit, according to the man- 
ufacturer, gives additional selector capacity 
in order to utilize more fully the 407 in 
machine accounting applications. 


Corporate Working Capital 

_Net working capital of U.S. corpora- 
tions continued to increase in the first 
quarter of 1958, according to the SEC. 
Working capital rose by $1.3 billion from 
the end of 1957 to $114.8 billion at the 
close of the first year: year-earlier total 
was $111 billion. The increase reflected a 
drop of $8.5 billion in current liabilities 
which more than offset a $7.1 billion de- 
cline in assets. 
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Prize Sales Freed from 
Federal Excise Tax 

Sales of novelties, premiums, etc., of 
certain organizations for use as prizes and 
awards are no longer subject to the federal 
retailers excise tax where such sales are 
clearly made at “wholesale,” according to 
an IRS announcement that it will recog- 
nize two federal court decisions holding 
that such sales are not “retail sales.’”’ In 
the court cases, the taxpayers (whole- 
salers) won relief from paying the re- 
tailers excise tax on sales of numerous 
kinds of merchandise and premium goods. 


Deferred Compensation Ruling 
In a case where the Champion Spark 
Plug Company voted to pay some $34,000 























AN 


Where do You STAND 


on Data-Processing? 


\ 


Did you know that any company—large or 
small—can take advantage of modern data- 
processing methods to cut costs on clerical 


operations like these? 


STATISTICAL provides a service that combines 
automatic procedures with the latest comput- 
ing and tabulating equipment to give you all 





in 60 semimonthly installments to an em- 
ploye’s widow as a substitute for life in- 
surance, the Tax Court held that the total 
amount could be deducted by the com- 
pany as an ordinary business expense 
when authorized rather than in smaller 
amounts as paid, the usual interpretation 
of the law on questions of deferred com- 
pensation. The employe had been engaged 
in extensive foreign travel for his firm 
and, the company said, had not been able 
to take out life insurance. 


Annual Reports 

An increasing number of colleges 
throughout the United States are using 
annual reports of leading industrial cor- 
porations as textbooks and for required 
reading, according to Financial World. 
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Sales Analysis 


Accounts 
Receivable 


General Accounting 


© 


Production Planning 
inventories 


Budgeting 


Market Research 
Tabulations 


the reports you need. You get them faster, 
more accurately and at lower cost—without investing in additional man- 


power and equipment. 


If you have a tabulating department, STATISTICAL can help you cut costs in 
handling your overloads, retrenchments, conversions and special assignments. 


Just phone or write our nearest office. 


STATISTICAL 
facilities now include the 
IBM 650 electronic com- 
puter which opens new 
avenues of cost control to 


management. 
CHICAGO, 53 W. Jackson, HArrison 7-4500 
ST. LOUIS, 41/1 N. Tenth St., MAin 1-777 + 


CLEVELAND, 1375 Euclid Ave., SUperior 1-8101 





STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 


TABULATING 
TEMPORARY OFFICE PERSONNEL 


CALCULATING + TYPING 


NEW YORK, 80 Broad St., WHitehall 3-8383 


NEWARK, National Newark Bldg., MArket 3-7636 


LOS ANGELES, 541 8. Spring St., MAdison 8-8201 


KANSAS CITY, 20 W. 9th St., GRand 1-3622 











MR. DIDRIKSEN 


TOP MEN ... 


The announcement of the election of 
J. William Didriksen as president of Ekco- 
Alcoa Containers, Inc., Wheeling, IIl., 
was recently made by its joint owners, 
Ekco Products Company and Aluminum 
Company of America. Mr. Didriksen has 
previously been treasurer and comptroller 
of Ekco Products Company, Chicago, Ill. 
. . . Henry P. Dolan is now president of 
McLean Development Laboratories, Inc., 
Copiague, N. Y. Mr. Dolan served as 
president of the Long Island Control of 
Controllers Institute, 1956-1957. 


NEW CONNECTIONS .. . 


John C. Anderson recently became con- 
troller of Vickers Petroleum Co. Inc., 
Wichita, Kansas. . . . Collis W. DeHaven 
was recently appointed comptroller of the 
Montgomery County Sanitary Department, 
Dayton, Ohio. Mr. DeHaven is the in- 
coming president of the Dayton Control 
of Controllers Institute for the year 
1958-59. . . . George J. Finzel is now 
treasurer of Unistrut Corporation, Wayne, 
Mich. 

Hughes Aircraft Company, Culver City, 
Calif., recently announced the appoint- 
ment of Murray S: Gelber as treasurer and 
director of finance. Mr. Gelber has been 
active in the affairs of Controllers Institute 
having been president of the Los Angeles 
Control and then serving as first president 
of the Arizona Control. He was also a 
national director of the Institute from 
1954-57. . . . Luis C. Roever is assistant 
treasurer of Supreme Markets, Inc., Dor- 
chester, Mass. . . . Eugene F. McManus 
is affiliated with Spreckels Sugar Com- 
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MR. DOLAN 


MR. WILES 


pany, San Francisco, Calif., as director of 
Budgets and Systems. . . . Robert C. 
Wiles has assumed the responsibilities of 
assistant controller of American Oil Com- 
pany, New York. 


PROMOTIONS .. . 


Dover Corporation, Washington, D. C., 
recently announced the election of Robert 
S. Bethe as treasurer. . . . Jay Levy was 
made controller of Faberge Inc., Ridge- 
field, N. J. . . . Earl A. Matheney is now 
treasurer and controller of Jenkins Music 
Company, Kansas City, Mo. Mr. Matheney 
served as president of the Kansas City 
Control of Controllers Institute, 1955-56. 





MR. GELBER 


The election of O. L. Kay McKibben as 
treasurer of West Penn Power Company, 
Greensburg, Pa., was recently announced. 
. . . General Petroleum Corporation, Los 
Angeles, Calif., has elected Harold D. Os- 
born treasurer and a director. . . . Ed- 
ward J. Dormer was appointed secretary 
of the Keyes Co., Miami, Fla. 


ADDITIONAL DUTIES... 


Henry G. Manifold is now treasurer and 
controller of Servomechanisms, Inc., Haw- 
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MR. MANIFOLD 


thorne, Calif. . . . Fairmont Aluminum 
Company, Fairmont, W. Va., has made 
Harley T. Pyles vice president and tregs. 
urer. . . . Allen E. Reed was named Vice 
president-finance and treasurer of Ray. 
theon Manufacturing Company, Waltham 
Mass. . . . Harold F. Sanders has assumed 
the vice presidency and will continue 35 
secretary of Middle South Utilities, Inc. 
New York. 


COMPANY CHANGES .. . 


The appointment of John A. Hanson, Jr, 
as comptroller of the Barrett Division of 





MR. PYLES MR. HANSON 


Allied Chemical Corporation, New York, 
was recently announced. . . . Burdette A. 
Johnson has been elected treasurer of the 
New England Gas and Electric Associa- 
tion and its subsidiary companies, Cam- 
bridge, Mass. He is succeeded by John 
MacLachlan as comptroller. Mr. Johnson 
was president of the Boston Control, Con- 
trollers Institute, 1955-56, and is currently 
serving as a national director of the Insti- 
tute. 


RETIREMENTS .. . 


William R. Little, controller of the Eve- 
ning Star Newspaper Company, Washing- 





MR. JOHNSON 


ton, D. C., has retired after 37 years of 
service; he will be succeeded by Edward 
H. Fawsett. . . . Announcement was fe- 
cently made of the retirement of William 
L. Nason as secretary and treasurer of G. 
Krueger Brewing Co., Newark, N. J. after 
25 years of service with the company. 


HONORS TO... 


Harold E. Rowles, treasurer, Stecher- 
Traung Lithograph Corp., Rochester, 
N. Y., who was elected a vice president of 
the National Association of Accountants. 
Mr. Rowles served as president of the 
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Rochester Control, Controllers Institute, 
1954-55. . - - Cecil D. Marshall, deputy 
comptroller, Brooklyn Army Terminal, 
who was awarded a Certificate of Official 
Commendation for Meritorious Civilian 
service by the Chief of Transportation, 
Department of the Army, in recognition 
of his outstanding performance of duty. 


SPEAKERS . . . 

Three Canadian members of Controllers 
Institute, George Moller, treasurer, Rob- 
ertson-Irwin Limited, Hamilton, Ont. ; 
kK. M. Place, assistant treasurer, DuPont 
Company of Canada Limited, Montreal, 
Que.; and John M. Thompson, vice presi- 
dent-finance, Howard Smith Paper Mills 
Limited, also Montreal, appeared as speak- 
ers at an orientation seminar on reporting 
financial data which was held by the 
American Management Association. 

|. Wayne Keller, controller, Armstrong 
Cork Company, Lancaster, Pa., spoke at 
the commencement exercises of the Bent- 
ley School of Accounting and Finance, 
June 6.... Six Institute members played 
important roles at the 37th Cost and Man- 
agement Conference of the Society of In- 
dustrial and Cost Accountants of Canada. 
The meeting was held June 25-27 in To- 
ronto, Ont. Appearing as session chair- 
men, speakers, panel members, and dis- 
cussion leaders were: A. G. Howey, vice 
president-finance, Atlas Steels Limited; 
R. Burt Gookin, comptroller, H. J. Heinz 
Company, Pittsburgh, Pa.; George Plum- 
mer, senior vice president, Dunlop (Can- 
ada) Limited, Toronto; George Moller, 
treasurer, Robertson-Irwin Limited, Ham- 
ilton, Ont.; R. E. Oliver, treasurer and 
controller, Donald Ropes & Wire Cloth 
Limited, Hamilton; and J. H. Reid, presi- 
dent, Standard Paving and Materials Lim- 
ited, Toronto. 

At the 38th Annual Convention of the 
Controllers’ Congress, National Retail 
Merchants Association, held at the Hotel 
Muehlebach, Kansas City, Mo., May 25- 
29, the following speakers participated in 
part of the program: Vincent T. Lorimer, 
vice president and treasurer, Emery, Bird, 
Thayer Co., Kansas City, Mo., acted as 
moderator for a discussion on the subject 
of “Developing a Top-notch Employe 
Benefit Program—Economically” ; the ses- 
sion on the subject, “A Comprehensive 
Look at the Handling of Mail Orders,” 
was chairmanned by William Hansen, con- 
troller, Wieboldt Stores, Inc., Evanston, 
Ill. ; Harry W. Krotz, Jr., assistant treas- 
uret, J. W. Robinson Co., Los Angeles, 
Galif., was one of the speakers on “Ex- 
pense Savings Panorama’”’; the closing ses- 
sion of the convention was moderated by 
Herbert G. Schachtschneider, assistant sec- 
retary and controller, Ed Schuster & Co.., 
Milwaukee, Wis., and J. Hadley Evans, 
Manager, Control & Credit, Allied Stores 
Corp, New York, and Mr. Krotz were 
among the speakers at the final session. 
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THE SEARCH FOR BRAINS 
IN 1962 will be easier if you 
do something about it NOW... 


Is your firm telling high school seniors and college students about 
the broad area of accounting careers today to insure having adequately 
trained accounting personnel tomorrow? 





The National Committee on Education of Controllers Institute of 
America has prepared this three-color 16-page booklet to help you 
inform today’s students of the many career opportunities that stem 


from academic training in accounting. 


The result of two years’ work and constant consultation with leading 
educators, this booklet answers the questions most often asked by 
students who are undecided upon a career. The Committee has already 
sent sample copies to colleges, secondary schools and guidance 


counsellors throughout the country. 


YOU CAN PLACE YOUR OWN IMPRINT ON THE BOOKLET IF YOU WISH 
TO IDENTIFY YOUR COMPANY’S INTEREST IN YOUR COMMUNITY 


‘ iness 
up in busil 


moving 


25¢ per copy 





DESIGNED FOR DISTRIBUTION 
by corporations to high school 
graduates and college under- 
graduates in their recruiting 
areas, this “career” booklet is 
aimed at attracting students to 
accounting and providing you 
with future accounting per- 


sonnel. 


we Place Your Order Now! 


Controllers Institute of America 
Two Park Avenue, New York 16, N. Y. 


Send me 


Accounting” at 25¢ per copy postpaid (Check enclosed 


copies of “Moving Up in Business—A Look at Managerial 


) (Bill me later 
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Two More States Adopt Pay-As-You-Go for Corporate Income Taxes 


+ ia MORE STATES are requiring prepay- 
ment of their income taxes by corpora- 
tions, notes Commerce Clearing House. 
Recently enacted laws in Delaware and 
Colorado require substantial advance pay- 
ments to be made on the basis of tentative 
returns filed during the taxable year. 
Pennsylvania has required such estimated 
returns and advance payments since 1953. 

Three other states offer corporations the 
option of filing tentative returns and mak- 
ing prepayments during the current tax- 
able year, according to the CCH report. 
These states and the year in which their 
respective laws were effective are: Okla- 
homa, 1947; Kansas, 1951; and Georgia, 
1956. 

These laws follow in principle the fed- 
eral pay-as-you-go plan for corporations 
with estimated tax liabilities in excess of 
$100,000. Under the federal system, a 
calendar year corporate taxpayer must file 
an estimate of its federal income tax lia- 
bility on or before September 15 of the 





seven special services 
write for this handbook-in-a-capsule 


ASSOCIATED TABULATING CONSULTANTS 
2629 North Charles Street 
Baltimore 18, Maryland 











FACTUAL 


APPRAISALS 


for every valuation need 





@ Insurance — coverage 
and proof of loss 





@ Property, cost and 
general accounting 





@ Corporation finance 





@ Legal requirements 








@ Purchase or sale 





@ Reorganization, merger 
or consolidation 


THE LLOYD -THOMAS co. 


Recognized Appraisal Authorities 
4411 Ravenswood Ave., Chicago 40, Ill. 





Offices — Coast to Coast 





First for Factual Appraisals Since 1910 
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taxable year, and make a part payment, 
due in equal amounts, on September 15 
and December 15. 

Starting in 1955, this part payment was 
10 per cent. Increasing 10 per cent each 
year, it now stands at 40 per cent for 1958 
income, with a maximum of 50 per cent 
next year. The final settlement, made 
when the corporate income tax return is 
filed on March 15 of the year following, 
may be divided into two equal payments, 
due March 15 and June 15. 

The new Delaware corporation income 
tax law, enacted in 1957, provides for the 
filing of tentative returns on April 1, 
1958 covering estimated net income of 
calendar year business operations within 
the state during 1958. A payment of 50 
per cent of the estimated tax liability 
must accompany the tentative return. 

Under the new Delaware law, the final 
tax return for the year must be filed on 
April 1, 1959 by calendar year corpora- 
tions. The balance of the tax is due on the 
filing date. This law does not apply to 
corporations which maintain statutory 
offices in Delaware but do no business in 
the state, according to the CCH report. 

Colorado, under its recent action, will 
require declarations of estimated tax by 
corporations which anticipate 1959 tax 
liability in excess of $1000. An estimated 
return will be due April 15, 1959 and 
payments are to be made quarterly during 
the year. 


Clerical Arithmetic Errors High in 


Approximately one out of five bank 
clerks is unable to add a simple column of 
two-digit figures, according to a nation- 
wide survey made by Opinion Research 
for the National Cash Register Company. 
More than 500 clerical workers employed 
by 21 different business organizations— 
including five banks—took part in the 
exam. 

Previous tests indicated that the arith- 
metic ability of these employes was aver- 
age for clerical workers throughout the 
nation, the report said. The survey showed 
that a college education has very little 
effect on a bank clerk’s arithmetic ability 
and that women—normally thought to 
have “no head” for figures—did just as 
well as men on the test. Clerks over 40 
were slightly more accurate than those in 
a younger age group. 

The problem that was failed by one out 
of five involved adding a column of seven 
two-digit figures. Even when the bank 
clerks were allowed to check their figures, 
an average of 10 per cent still came up 
with the wrong answer. The purpose of 
the test was to determine both the written 
and mental arithmetic abilities of clerical 
personnel. 


Among the 33 states which impose jp. 
come taxes on corporations, 12 require 
full payment of the tax at the time the 
final tax return is filed. Two other states 
bill corporations for payment following 
the filing of the return. The remaining 19 
states accept part payment from corpor. 
tions on the due date of the tax retum 
extending the balance over various pe. 
riods ranging from one to nine months, 

Individuals also are required to make 
payments of estimated taxes in some States, 
the CCH report says. Of the 32 states 
which impose personal income taxes, 1] 
require tax withholding from employes 
similar to the method used under the fed. 
eral income tax system. 

Six of the latter group of states demand 
that all who receive income NOT subject 
to tax withholding must file declarations 
of estimated taxes during the taxable year 
and accompany them with tax payments, 
These states are: Alabama, Colorado, 
Kentucky, Maryland, Montana and Ver- 
mont. 

Georgia, which does not require with- 
holding, gives individuals the option of 
filing estimated tax returns and making 
payments during the last quarter of the 
taxable year. Kansas and Oklahoma also 
allow the filing of tentative returns during 
the taxable year, according to the CCH 
report. 


Opinion Research's Exam 


The survey itself did not explain why 
so many people failed simple addition 
problems, but Dilman Smith, director of 
Opinion Research, offered this comment: 

“With the increased use of business 
machines in banks, it isn’t necessary for 
a clerk to be a walking adding machine 
any more.” 

In one part of the exam, when the 
clerical employes were asked to add 29 
plus 37 in their heads, approximately one 
out of 10 came up with a different total. 
A bank clerk who checks his answer to a 
problem has a better chance of coming up 
with the right answer, but the average 
employe is still far from a mathematical 
genius even when he is given all the time 
he wants to check his total. 

In one part of the exam, the clerks were 
asked to add a column of 15 low num- 
bers such as 22, 16 and 43. Although 
they had an opportunity to re-check their 
answers, one out of three flunked the test. 

The clerical employes also were tested 
for their ability to make change. “A cus- 
tomer makes a purchase of $3.39 and 
hands you a five-dollar bill,” the clerks 
were told. ‘How much change should you 
give her?” More than 15 per cent of the 
employes gave the wrong answer. 
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Union Dues Analyzed 


NcCOME from dues among labor unions 
| with headquarters in the United States 
amounts to an estimated $620 million a 
year, according to the National Industrial 
Conference Board’s second survey of un- 
ion revenue and membership. The 1957 
figure is approximately $162 million 
higher than the annual dues rate of 1955, 
when the Conference Board’s first study 
on union dues revenue was made. Of the 
191 unions surveyed this year, 45 have 
indicated to the Conference Board that 
they have raised their dues since 1955. 
The NICB also finds that national and in- 
ternational unions, which gain their rev- 
enue by per-capita taxes on members in 
their local unions, have had a $25 million 
boost in their income during the two-year 
period. 

The declared membership of the 191 
unions surveyed this year totals approxi- 
mately 18,350,000. Of this total, approxi- 
mately 17 million members are claimed by 
unions that were affliated with the AFL- 
CIO prior to its December 1957 conven- 
tion, and approximately 1.3 million mem- 
bers are claimed by independent unions. 
The 1957 total membership compares 
with a declared membership of approxi- 
mately 17.5 million for substantially the 
same unions covered in the study made in 
1955, before the AFL-CIO merger. 

Of the 18.4 million members listed, ap- 
proximately 17.4 million are in the 
United States, constituting about 98 per 
cent of the country’s total national and in- 
ternational union membership. Close to 
one million members of unions with head- 
quarters in the United States are in Can- 
ada, where they comprise about 75 per 
cent of that country’s total union member- 
ship. 

The estimated $620-million-a-year un- 
ion revenue may be a minimal figure, the 
Conference Board notes. No exact answer 
can be given to how much dues money 
unions collect from their members because 
the constitutions of many international un- 
ions allow the locals considerable latitude 
in determining their dues rates. About the 
only unions that do have exact figures are 
those in which the international collects 
the dues and then refunds the local un- 
ions’ share. The United Mine Workers 
and the United Steelworkers are examples 
of such unions. 

In spite of this limitation, the Confer- 
ence Board was able to secure an estimate 





ACCOUNTANTS 


Do not apply for a new position, promo- 
tion or examination until we have rated 
you with our ACCOUNTANTS ABILITY 
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A refresher course in itself. 
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of union revenue by a careful analysis of 
available dues rates and membership fig- 
ures provided by many of the unions. 

Two of the principal reasons found by 
the Conference Board for the increase in 
union revenues from an estimated $458 
million in 1955 to the estimated annual 
rate of $620 million for 1957 are: 

* Declared membership for the 191 un- 
ions surveyed has increased by nearly one 
million. 

* Almost 25 per cent of the 191 unions 
surveyed have raised their dues. 

Dues increases have occurred fre- 
quently in the past two years, according to 
the NICB study. The smallest amount was 
a 25-cent monthly increase in the United 
Mine Workers, bringing monthly dues to 
$4.25. The largest over-all increase was 
the AFL-CIO Marine Engineers Benefi- 
cial Association’s $5.00-a-month increase 
in the minimum rate, bringing dues to 
$10.00 a month. The AFL-CIO Air Line 
Pilots Association increased its top dues 
rate from $25 to $31.25 a month. How- 
ever, this new rate only applies to pilots 
earning over $19,000 a year. In addition, 
not all of this $6.25 a month increase can 
be considered as a dues increase as this 
union usually makes dues rebates at the 
end of the year. 

Sixty-seven unions, or slightly more 
than one third of the survey cooperators, 
have increased the amounts of their per- 
capita tax on member locals during the 
past two years. The great majority of 
these per-capita tax increases fell in the 
five cents to 25 cents a month range. 

It is clear that local unions retain the 
major share of the dues collected, accord- 
ing to the NICB. Locals collect approxi- 
mately $620 million in dues a year and 


per-capita tax provisions earmark about | 


$254 million of this for the international 
unions. 

Forty-nine of the reporting unions say 
they have gained 2,000 or more members 
during the past two years, for a total in- 
crease of close to a million members, ac- 
cording to the NICB. The AFL-CIO Ma- 
chinists with 98,206 additional members 
had one of the largest increases. However, 
a considerable portion of this increase re- 
flects the Machinist union’s absorption of 
United Electrical Worker (UE) districts 
and locals in several states. 

Eighteen unions had membership losses 
of 2,000 or more, totaling 250,832 mem- 
bers. These losses were particularly heavy 
among some of the railroad unions, due 
largely to recent decreases in the labor 
force within the industry. In the textile 
field, the Textile Workers (formerly 
CIO) showed a 76,970 loss and the Ho- 
siery Workers a 10,000 loss in members. 
To a large extent these figures reflect the 
shift of the textile industry to the south. 
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EMPLOYMENT * SERVICES MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 
Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





HELP WANTED 





ASSOCIATION CONTROLLER 


To bring sound financial and accounting proce- 
dures and control to medium-sized national 
association headquartered in Washington, D. C. 
Must be a solid professional with ability to 
guide people and keep organization economi- 
cally sound. Compensation, low five figure 
range. Box 2335. 





SITUATIONS WANTED 





ASSISTANT TREASURER 
and/or 
INSURANCE MANAGER 


Are you a treasurer or controller who is so 
burdened down with details that you cannot de- 
vote adequate time to your administrative 
duties? My 22 years of experience with three 
manufacturing companies as assistant con- 
troller, insurance manager, director of account- 
ing, office and credit manager have given me 
the varied background and training required to 
be a valuable staff assistant in your organiza- 
tion. Age 46. Married, two children. Most 
willing to relocate. Box 2336. 


CONTROLLER-TREASURER 


Substantial multicorporate, multiplant experi- 
ence including management controls, budgets, 
costs, IBM systems installation, and taxes. Pres- 
ent company profitably sold. Prefer eastern 
location. CPA, B.S. degrees. Box 2337. 


AMERICAN CPA 

with extensive European experience desires re- 
turn Europe, Mideast or South Africa. Fine 
record as treasurer, controller, financial advisor, 
auditor. Equally conversant American and 
European management procedures and ac- 
counting systems, costs, budgets and local cus- 
toms. Bilingual French, elementary Italian, 
Spanish. Age 39, married. Box 2338. 


CONTROLLER-TREASURER 
Financial and accounting executive with broad 
administrative experience seeks opportunity 
with firm of potential growth. Familiar with 
capital financial planning, IBM accounting, 
cost accounting, general accounting, budget 
preparation and clerical cost-cutting tech- 
niques. Will relocate. Box 2340. 





MISCELLANEOUS 





WANTED—CONTROLLER MAGAZINES 


We’re sold out again on these issues needed to 
complete ‘“‘back-copy subscriptions” or to fill 
“single copy” requests: April and May 1958. If 
you have extra copies or have read your copies 
and will part with them, send to the Circulation 
fanager, The Controller, Two Park Avenue, New 
York 16, N. Y. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 





Capital Investment Per Production Worker Rises 


VERAGE CAPITAL INVESTMENT per pro- 
A duction worker rose to an estimated 
$16,000 by mid-1957, the National In- 
dustrial Conference Board reported. The 
half-year figure, converted to an annual 
basis, amounts to a $1,200 increase over 
the $15,400 capital investment per pro- 
duction worker in 1956 and becomes the 
third highest increase since the Confer- 
ence Board began computing this current 
series in 1939. The gain appears to be 
the result of a moderate rise (7 per cent) 
in investment and a decline of nearly 2 
per cent in the number of production 
workers. 

The estimated gains of $1,800 between 
1955 and 1956 and nearly $1,500 be- 
tween 1953 and 1954 are the highest 
jumps on record, the NICB reports. How- 
ever, marked differences are apparent in 
the factors which caused the hikes. The 
increase between 1955 and 1956 resulted 
from an estimated 14 per cent boost in 
investment, offset slightly by a 1 per cent 
gain in the number of production work- 
ers. By contrast, the 1953-54 increment 
resulted mainly from a sharp drop (9 per 
cent) in the working force, aided by a 
small increase (2 per cent) in total in- 
vestment. 

A breakdown of the investment per 
production worker by industry, based on 
Internal Revenue statistics, is available 
through 1954. It shows the petroleum, 
tobacco and chemical industries on top 
of the list, with the apparel, leather, lum- 
ber, and furniture and fixtures industries 
far below the all-industry average. 

Total capital investment rose to $167.7 
billion in 1954, a gain of slightly more 
than $4 billion above the previous year’s 


total. This represented the smallest yearly 
increment since 1949. 

The petroleum industry accounted for 
better than four-fifths of the 1954 gain, 
Moderate gains were recorded in the 
chemical, paper, and food industries 
while metal products and processing ia 
dustries and the miscellaneous manufac. 
turing category experienced declines jp 
the total volume of investment. 

Despite the relatively small rise in total 
capital invested in 1954, the sharp decline 
in the number of production workers in 
nearly all industries resulted in an increase 
in per worker capital investment between 
1953 and 1954 for 20 of the 21 industries 
included in the Conference Board’s series, 
Only the “other manufacturing” category 
suffered a mild decrease. 

The largest percentage gain noted was 
in the motor vehicle group, which jumped 
22 per cent after experiencing a sharp 
drop between 1952 and 1953. Three in- 
dustries—furniture and fixtures, petro- 
leum, and fabricated metal products— 
advanced more than 15 per cent, and 
seven other groups added betwen 10 and 
15 per cent to their capital invested per 
production worker. 

Since 1948, only five industries have 
had a continuous rise in per worker capital 
investment—tobacco; printing and pe. 
lishing; petroleum; stone, clay and glass; 
and nonelectrical machinery. All other 
groups declined at least once during the 
six-year period, most of the decreases oc- 
curring in 1953. 

The largest gains made during this time 
span were recorded in motor vehicles, in- 
struments, and primary metals, all three 
increasing slightly over 70 per cent. 
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Vice President of Finance 
$45,000 


This opportunity will attract an executive qualified to be the 
chief financial officer of a prominent multiplant manufacturer in 
the metal products field. Our sales exceed $50,000,000 annually. 
We have an excellent financial position, profitable operations 
and a record of sound management. Our continued growth is 


This executive will report to the President, will be a member of 
the top management policy-making body and he will have full 
responsibility for all phases of finance and accounting. 


We are seeking a man with sufficient experience to demonstrate 
his ability to carry out successfully these responsibilities. A 
knowledge of finance company operations would be helpful but 


Your reply may be brief and it should include personal back- 
ground, present connection and an outline of your experience. 
It will be treated in strict confidence. 


2 Park Ave., New York 16, N. Y. 
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